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<• ta« a w i w tt : foratuUtUHg- pn^leimeyJii AeimmttKt, 
m th* appuuam 14 acamnnng meuudi to d^gitrmfiteu amt 
Onfy tMu wui http to atltirate tut quaUtkt tutwilal for a qoidc tmd ^mmk p^ttpioh 
h/ acamimg ftobkm. it u rteemmmdiit thatfirn pf 0 aeemmthii mthmftttlmiU 
be leant acairautjt, that timptejorm of their appUeatloii ttmhed bp working through 
UhutratiotagtHH m the text ooekt. 4fterwar4t, thte kmwMge theuUbe per/ectedbjt 
sotting the problem gtrai at the end of eadi chapter. Si 

Before attempting to toiee a problem i* aceouitanep. It is ef utmott imporUmee 
that the tame be read carefidtp eomprehendhtg Us re^aUmtems and detUUhg Ok pkm ef 
e^proaeh. Haring done so, an attempt should be made to prepare Us solatm 
spstematteaUp. If the result does not come out to be eorreet, all the caktdatktu and 
adlustmms should be verged and the totalt should be ehedted. 

It must be remmbered that an examlnathm in accoi m um cp it a test of : A ww 
ledge tf the principles and methods ; {ii) ebilitp to apply dtem with speed and accuracp; 
and iUI) pruetlee in setting out solutions neatlp ma spstnmtUeaUp. An attempt should 
be made to develop all the three qualities t^ether since absence tfanp oneef thorn 
might prore to be a handicap, 

INTtODUCIION 

Uadottbtodly, you have u account with a bank, where tometimea you dqxNiit 
money and (ometinKt you withdraw it The hank mutt be either fivmg you a Mate- 
meet every month or every quarter or hae given yon a piti-book, whicb you 
periodkall/ kend to the bank and the bank reoo^ all transaqlkme with ytw in the 
peaS'book. If you carefully lee the ttatement or the pam^book you will note that in 
addition to columini for date and pattioulan, there U am oftoma to record the 
moneys d^weited by you another to record the monbye vrhhiimwn by you, and a 
third column thowing Ae balanoe whiofa you have at the bank, in tte pam-hook given 
to you, only transaotiooe with you are recorded. And, for ewry other euttomer, the 
bank has a similar pase*boek or givee to him a eimilar tta t e me n t . 

« 

The pBM>book or the ttatement is good example of whataa inocount ie; the 
porpOM of an acoouat ie to bring together at one plaM tramaotioneof one pamcolar 
type (tudi as traanetieaf trith a mutooM^) so that the netresnlt of the tnmaetkmftis^ 
immedlattty dleottnlbie. Inaddbioatp .aoeounts for ourtMaen, the bank wiB be 
keepipg aceouats regarding othtt types of t n uaaetioos Mch u interest received on 
Inens, interett paid on depoeitkt saluiee paid, etc. All this worit regains a systenntio 
approMh. The purpose ofthisstndy is to show to you whut thatopproueh can heso 
^ the tadc cf pir^H^g aoeousds tfeeomes ei^ 
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(f) to MB B f t ri o uliit tkerwilt^tlie yaor'twork hai bMS—irfiedm thoe 
bM iMMi • proit or • kM; 

(2) to koeor tbo ftMweiil potidoo «t tbe eod of tbe yeor—le., woortdDiof 
wfaKt the ton'* MMtt end liebiUtks ue; end 

(3) to kaow ohtt the Arm ehonld hive by wiy of ueeti and whit the flna will 
be required to pey by wey of liiMlhiei lo that moneye are not uik 
MoaMarily lott. 

One ihMld note tha^ these days, aocoiuitiiig also provides very useftil infer- 
madea to the wanateinent for purpose of control, dedsion-making, pi«««mng, etc. 

The whole qrstem of aooomitiDg has to be such as to enable the Anns to meet 
the o bj ect iv es meotioaed above. It may be made dear here that accounting b not 
necesmry only for buaioem houses ; it is essential even for non-profit organisationa 
such as a hospital or a school. It fact, it is essential for any institution which uses 
scarce resources in the form of money, and which finds h necessary to make a ptoper 
use of these resources and to prevent their wastage. Even an individual keeps acco¬ 
unts, though they are rather simple. 

ACCOUNTING EQUATION 

A firm ccmtinnously enters into iraatactions with outsiders ; fM' eiample, it 
purchases goods, it sells them, it engages workers and pays them wages and sahmes. 
it occupies ptemiies and pays tent for them, etc. The ttansactioa may be stnall suds 
at merdy buying one peodl or big such as buying a building. In additkm to transac- 
tioo with outsiders, there will also be events which are occurring in the firm and 
which affect the fortunes of the business. Examples ; when a motor vehiele is used, 
its value goes down ; there may be a small fire which dcstro>8 thn^s : there asay 
even be a rise or fall in prices, which, oatuially, will mean higher or lower profit fiw 
the firm. Accounting is concerned with a systematic record ot all these trsnsartioas 
and events which occur in a firm. 

At any time, the firm will possess things which may either be sold and convm- 
ted into cash or which may later be used for a fairly long time, for the firm’s beadlt 
*Allihue are called assets. Exan^les are; land, buildings, maddnery, aotoi 
vehicles, stock of goods, money which customen owe and cash. Abo, usually a firm 
has to pay moneys to outsiden either for goods purchased or for servioss r eceived or 
for loins. AH money whtch are owed to oatsiders and whuh hate to he paid, oooner or 
later, are called HabiUties. 

The prop r iet o r of the firm invests e certain sum of money which growa whin 
time b a profit or shrinks when there b a lost. The money vdddk the inventor inveata 
in the hnrinisi and hopes to get back from the firm b called ownnrbeqnly or dqpiiaL 
ltb iwnw onai m a B, aiida>aon strict princlpte of bw that ont of dm avqlWtiBnipat^ 
itntthn obbopofmitsidaft miiaibeaint andonly wbntfcpim oaghn raMsdthn 
wdiorb otfdtjf. knothar words, tksdUm attke owtotm iii* osoMI 'ditiiiwafr 
m i rtlr «N»41iq dMmof ntokkn, Thb Mg bo dhiniiqi thot 
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owner’s equity or capital always equals assets minus liabilities. (Capital ~Assets— 
Liabilities). This equation will always hold good and wUl never dittge. To ascertain 
the owner’s equity, one has merdy to deduct the amount of Uabilities from the total 
amount of assets. 

Suppose a person starts business with Rs. 20,000 ; imoMdiately the firm will 
have Rs. 20,000 in hand which is the asset and at the same time firm will owe to the' 
owner Rs. 20,000 which h the owner’s equity Suppose, further that the firm borrows 
Rs. 5,000 from somewhere. Now the assets will be Rs. 25,000 but out of this sum 
Rs. 5,000 are owing to the creditor and only the remaining amount (Rs 20,000) 
belongs to the owner. To take the example a step further, suppose out of the 
Rs. 25,000 which it available, somehow Rs. 1,000 is lost, to that the total of the 
remaining assets is only Rs. 24,000. Since the claim of the oolalder remains unaffec* 
ted. it is the owner’s equity which must suffer. Deducting Re. 5,000 from Rs. 24,000, 
the owner’s equity comes to Rs. 19,000. An increase in the assets in the same fashion 
will lead to an increase in the owner’s equity. One can see that for any transaction, 
the basic equation, namely. Capital><=Asset8~Liabilities will never change. 

There are certain basic principles affecting accouating. [Oo through them 
rapidly on p.p. 1—3 of text bodt No. (ii)]. We shall see them in detail later but 
here one should note the fact that in all processes of accounting, the personality of 
the owner is distinguished from the firm. There can be transactions between the 
owners and his firm and accounting will record these transactions. It is only by 
making this distinction that one can separate the personai alfidrs of the owner from 
his business affairs. 

Now study the followings carefully. 
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TVenaaetiom 

AeeoiMs Affeettd 

1. 

Capital Introduced 

Caah Increases 

Oipital Increases 

2. 

Money borrowed 

M M 

Loan „ 

3. 

Caah Pniohaaea 

Stock 

Cash Decreases 

4. 

Caah Salea (at a profit) 

ICaah 

(CapiOd increase 

Stock Decreasu 

5. 

Credit Purchaiea 

Creditors increase 

Stock increases 

6. 

Cash Salea 

Cash increases 

Capital increases 

Stock decreases 

7. 

Payment to Creditora 

Cash decreases 

Oeditors decrease 

8. 

Credit Salea 

Debtors increase 

Capital iiKreases 

Stock decreases 

9. 

Payment of Expensea 

• 

Expenses increase 

or 

Capitd decreases 

Cssh decreases 

10. 

Purchaae of fixed aaseta 

Assets increases 

Cash decreases 

11. 

Payment from Debtors at 
discount 

Cash increases 

Lots (Dit) increases 

Debtors decrease 

12. 

Payment to creditor 
at discount 

. Creditors decrease 

• 

Cash decreases 
Dhcount (gaiB) 
increaaei 

13. 

Sale of goods received 

Cash 

Liability to pay 


on consignment 

increases 

consignor incteasea 

14 

Commission earned on 

Income (Commission) 



Consignment inward 

increases 

It 

IS 

Payment to consignor 

Cash demeaies 

t» •>- 

16. 

Fall in the value of an Asset 

Asset decreases 

Capital decreaees 


The treatmeat sngiested above may be all right when the number of tnuaactioaa 
ii «iMn. When it it large, such aitaple treatment will not do. For eadi type of aaapt 
or liability and for each componeot part and alw for each item of expeaae mkI 
tocome^ m aqiante atatement will be neoeamry. In ttiat atatement which » called 
'aoeoMt* relmat tranaactiooa will be entered ao aa to abow up the net effect The 
form of the atiteaMitt la one or the two forma given below; 
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tlH popsltr.it is kaQWAM the Tfbrm. 

X^piMmOxi 

ht ahSi MMfsfBcrtMei tre catered on the kit ktod tide sad 

decraaCci oa theriilit bsad tide; 

(il) fatba oueofall liaMfitiesHe.siBoiiatsowtegto outtideiaalioioeaseof 
capital, iaereasw are, catered on the right hand side sod decreaies on the 
left hand side; 

(iiO In the case of eipenses entries are made like assets, iA, iocreases are 
entand oo the left band side and decreases on the right hand side; and 

(iv) la the case of inootnei. increases are entered on the right band side and 
decreases on the left hand tide 

TfC left hend side is knoam a& the debit side and the right hand at a credit side. 
The rules given above may abo be stated at foUoas: 

(1) Debit the receiver and credit tbe giver For esample. if a customer has 
purefassed goods on credit his account should be debited since he has received the 
goods. Later when that enstomer pays the amount, his account should be credited 
because be hkt given the money 

(2) Debit what comes in and credit what goes out For example, furniture is 
purcfaai^ Furniture comes in : therefore, furnittire aoootint whl be iMiited Ia. the 
entry will be made on the left band side of the account If later a part of furniture is 
a(M, to that extent furniture will be reduced and, therefore, the amount will have to 
be entered on the credit side or the right k>d< of that accosmt 

(3) Debit all expenses and credit all gams. If for example, rent is paid, the 
entry will be made on the debit or leU hand side of the rent account ; if some 
commission is earned, the entry will be made on the right band side or the credit, 
side of the commission account. 

If the other form is adopted where the debit and the ciedit cotumns and tide by 
side the same rule as given above will do 

Students should study specimens of ti a nsacUoot given on pp 5-7 of text botdt 
No (ii). 

When for a period all the transactions have been emered m tba tc^peettva 
accounts, the total of bott ridca is arrived at and the balance is struck. If the total of 
the debit side is bigger, the diffinenoe over the credit side will be known as debit 
balance, la the same manner, Jf the total of the credit side is trigger than that of the 
debit side, the difference wilt be known at credit faalanoe. 

4t ahonld be aoted rimt: 

A debit hshMoe arill either aaeui.sfaat th» fiat haa aasmrnaaeia Hka 
been ^0^ ai^aapanaeslBke salariea, am ge s, ram, eSfc , 


f, 



to 

(li) A mdit baliaee will faidkate eitber tbatocMMaoM^ koirhgteoiiliidMt 
like km or credit or for food! or that money te owing to'die proprietor ai ih oi m ty 
the capital acooirat, or that the firm has eanMd an inoone Ufca rommi s rion mcehred mt 
disooaat received 

Sair Ezaadnatta Qwatlm 

1. Give an example for each of the foDowing types of trsmacHons 

(i) Inoease in one asset, decrease in anodier 

(ii) Increase in assets, increase in liabilities 

(lii) Increase in assets, increase in owner's capital 
(iv) Decrease in assets, decrease in liabilitiss 
(v> Decrease in assets, decrease in owner's capital 
(vi) Increase in one liability, decrease in another 
(vii) Increase in labilities, decrease in owner's e^iital 
(viii) Decrease in liabilities, increase in capital. 

2. Explain the transactions which have resulted in the foUowkigSohaiiges in thw 
accounting equation : 


Cash + Stock + Debtor-(Trade Creditors 4- Bill Payable) » ra p(t y| 


(i) 1S.000 


is/m 

(ii) 5.0004-10.000 


15,0g» 

(iii) 5^000 + 5.000 + 7.000 


njm 

fiv) '.500 + 5,500 +3.500 


njm 

(V) 8.500+ 17,< 00+3.500- 

(12.0(0) 

njm 

Ivi) 8.500+17.000 + 3,500- 

(5,000 + 7,000) 

i7join 

(vii) 8,000 + 17.000 + 3,500— 

(5,000 + 7.000) 

ISJOO 

(Viii) 9.500+17,000 + 3,500- 

.5,000+7,000) 

17,S0B 


3. Desai ft Co., dealers in electric goods have a new book keeper. For tkm 
transactions mentioned below bis suggestions for debiting or creditiay 
various accounts are as follows : 


TranaactUmM Debit Credit 

(i) Purchased a typewriter for cash Purchase A/c CSsh A/e 

(ii) Paid Rent to the Landlord by Landlord Rent 

eheqve 

(iii) Goods wmth Rs. 1,000 purchased G fi.C Purchase 

front G.B.C. on 


(iv) Goods purehased from GE.C. Ranmalhaa Purahase Retana 

seJd to M/s. Ramaasthan ft Co. dkCe. 




il 


OsghfatduisssftawBeagU 

Lao^ ' 

Pmehasm 

Beigtal Lainps 

(vii) PhMsd an order fbrpQrehaae 
tolkflUpsLid. 

Parohasee 

PhflfipeLtd. 

(vO) Kaoalvedaa order from M/k. 
l^ght Jb klosie 

MghiA 

Maek 

aym 

Gx) Despatched goods to M/a Light 

A Mask: 

Sake 

Light A Mneic 

<x) Paid Salary to dhe Manager by 
eheqae 

Maaager 

Sabry 

<xi) Iteoeived payment from Light 

A Music allowed them diaceunt 

Ra too 

Bank 

Light A Mnsio 

|iii) R/R reoeivsd from M/a PhiUps 
(ladislLtd. thfoagh Bank 

PhiUipe (India) 
Ltd. 

Beak 

(liii) Received goods from BaysoM 
oa Sale or retom hesis 
(xiv) Sent goods to SX. Electricsl 

00 approval 

Eater b Memo Book 

(xv) Goods reoshfod from Bayaoas 
sold for cash 

Chib 

Baysons 

fxvi) S.K Electrical reaiiti cheqae 

Bank 

S.K. Elsctikais 


inptyowiit of goods sent for 
•pproval 

Sttte the error whkdi yon find in the book-keeper’s work together with the 
wmrnm of the noooant whidi should be debited ot credit^ 

AMweni 

1 . G) Cash putt^aaes: Inosease in stock, decrease in cash. 

Gi) Credit Pawihase : IncreaBe in stock, increase in crediton. 

GH) Cash Sales at a profit: Increase in cash, increaae in ca|dtal. 

(iv) Payment to Creditors: Deersme in creditors, decrease in cash. 

(v) Drawings : Deerease in a^tal, decrease in cash. 

(vQ Ml Payable isioed: Iherease in Bills Payable, decrease in trade 
orsditofs, 

(eii) Ontstaadiag expenses provided: Ontstandiog expenses increase, capital 
decreases, 

' <^Jii^i |Lowet«vertedi^ ci^ : Iinfeaee in ChpUal. de rr — 

■■ 


la 



X ■ > 


(i) O^iitia introiNeed Ri. IS,q6l>. (4 ^ yjwf lw)ffli Rt. 
00 PmhiMd foodi for Cuh . ll^Oaon^’ 

Rt 10,000 for 

OiO SoM Koodt wortb Ra. 5,000 7,&ff to a trade creditor. 

Ra. 7,000 oa credit. (vii) Paid 1U. 19)0 ^ pupcnmi. 

(iv) Received Ra 3400 Okmb (vHO Reoeii^ R* 1,000 at an item 


Ra. 7,00ir to a trade creditor 
(vii) Paid 1U. ^ ^ eapeuet. 


Seodry D^ton. 

tj) DeMt OfBoe ^^i^pqapt Xcconot 
00 DeMt Rent aad e^RRatik. 

(Hi) Debit f*iirabaae and cft4|t 
G.E.C a/c 

(iv) Credit Sates 

(v) CJorrect 


ofiaoom 

fx) I>d>it Salary and credit 
Bank 

(xf) Debit Discosntaiid credit 
Utht ft ^ Rs. 1'0. 
(xH) Debit Puichateaand Credit 


(vi) Credit cash 
fviO No entry 
(viii' No entry 


(xili) Correct ': ‘‘ 

(xiv) Gpnact ' , 

ifxd) DebR harchaaea and Credit 


(ix> Debit U|bt ft Music, credit Sales Ba^HMs. Dffoit Bank and 

^ ^ CredR Salw. *- 

‘ fxvi) (?«dlt S.f<^ .. ' 

• «? . '* 

Reeka of tAccomit; Firlt caad Chapter I oftattbookiVo, Of) in (pneral way 
and pay particular attention to the following topics: '•'ro 

1. Drftnitions of Aoconnt, journal, Caah Book, Ledger. AsS^ta and^tiabilitiee 

2. Different tvpes of wdterAccOiftfi^ ‘ 

3. Principlea of Doable Entry Beok-keepine. 

4. Varioua Sabsidhuy Booka and their uaes. 

5. Different forms of Gash Books and methods of maVin^'c/otries in them 

* ' ^*7 

6. Bank ReoonciliatkNi Statement. ' ' 

7. Petty Gadi Book: Ra virious fonns and methoda of operattoci^' ' 

8. The Trial Baknoe: the errors it^dbclosea and thoaeh does not.' 

DeflnRions and Rules should be me^forbed. While you study, mtbe your own 
oolai k brief. Theae tHH be tnefal at the tinm of revhion 

To ieaiM>iHdate. tba eiHecta of beok-kee^g are: 

(i) To dctenniae the aiiaounf offn^ or tow aande ^.» trader toiig a certain 
, PWMr Iftki M i ^y e ft j^jwptfi^ht tha^of tWperiofta ame. 



tiN JfwaqiM f po»UtoB-«f« tndcf «s on • pwticuifir dale by 
;i«»iii fir i twl -of^ MMts lUi doae by pr^uiaf. as on 

ttiat date, a atateowat deacribed ai tba BUaace Sbeet 

- ■■ „ . if. .. 

TbfrAOSt pojnilar lystem of book-keepiaft.aad Uia^ i«b|cb^is followed almost 
OldwataaUy w^yji demibed as the Double fob^J^stem. Jt fa to ^ed berauae 
ander this tystoB aspects of every Ji^osactioo, the^j^ilK'of .^&fit,by ooe^ 
aeoouot aii|l tbe .aurrc;ader of the like by,aBother acc6ub|^are’nlbo(aeo.^ (ig 

di^way books-of account ate writtro they shbw the 

vattouB tnuism^ioot from the-point of of me bnmhhtf^ as that of)fanons^ 
parties wbo have had dealinp with it«^ .^€i>i|{Mufaoa ^ iHd\;^ik‘%ystem the 's&ira. 
Entry System IS much lest informative or 'iicitpfijd to bumOessn^, as irrccords only 
the personal aspect of the transactions. The Single Entiy System on this adodunt 
being inadequate for the complicated requirements that'dwuw developed,during the 
tetceohiry. It fa gradually going out of «se.' 'U .iV .... <- 


Ledger A cc oaata; The book designed'''lo acconunodate^Afe vhifous'a^dtmto 
maintained by u trader is known.-«s the ledger. -Tim entries in the ledger asp. neorded 
from various subsidiary bookSfs. Itcoatains the final. p^maBfpt record ofafa.ibe 
transactions, clauified into significaAtly^eaded accounts, e.g.,ihbobasap^ Soks^ lUau, 
Machinery, etc. The ledger accounts tpcofiddloreai|]f..the ampiu^ >j^qipsncbpas but 
also their effect and direction. For eumplp. if purpliasM merchandise 

for Rs. 100 from X the account oj X la (;fi^|iind. bjf Ka., bubseqfimi^f'sd^ 
A pays Rs. 50 to liquidate part of this lfabilfty. that account of'k is debi^ wit£^ 
Rs. 50. Xfa account will still show a balance of Ks.’ iWdiie^ hiidiit tl^'iend of the 
pmiod. For recording the debit entriea.distinctly fidm credRaotricii^ a Mdgecaao* 
ont has two sides—the Debit and Credit The lefr hapd side .fa knov^ .,as.lhe. Debit 
side and the right hand side as the Credit side. 

' ' K. •'fc.., > 

A ledger account should clearly show: its name or tilje: (2i4^e page number 
of the ledger or some other identification at a reference for inoahig hs a posting 
reference to be entered in books of prime entry; and t J> in respect diefa teanifretion 
posted in theaqBpuot; , ' , 

(a) its date, ' ' * ' " 

(b) brM?f>artiauUntos^^^^^^ " ' n."' 

folia ,qf i^pok of .cutty jcm which the origjiiial entry exfatst-. 


(cU theAiiiount of traasBctioii,mbdo' ^>>1. 

(ty wbdther^ a debit or k'tiedfa entry? ^ 

) '“'C' .. ■•'iiti., -'.ff.*. f'i,.-\ ’-"-r# _ 

IfacsMiatwq^jpriiMjipd types of» hedger ApoousMi; <te, Pmsonal Aoeotjnts and 
(D^hfapersemd Anesaaitsco Ibeintter are fnrtfaewetib-dfvidddenjto f!a>Frd{|ierty A«oe» 
■ats, also knoum as Real^ Aufiifr A&oiratf/lhKi Adwrunts^'^*^ *" * ^ 

.' ()l-..]!!|MuidM,Acd6aak contain aljecdW y 'frbkijsMtbg|^^Aj||^waiw^ or 
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(■) lUilA«ooaal» *Mtboae wiilA recotdt powi Mm aadukt ofpippe f tio . 
or Ittdt ind bvfidliifi, OovL leoarttlM, foodtoirii, etc. 

(b) Noaiaal Aoooaats are thoee nlddh rdate to faias and kaaca, itata, 
alaika, iatereat, cowiaaion, etc. 

Malamaaw af La^iar Aetiaata ; A wpafata Mferaoeatoltiikqd foreacii 
penoB,for eachawet and liability aadfor eiuAfiaad of iacoioe or eqiaOM. laa 
fMnoaal aoco«mt oi^the aapcotofa tiaMactioo iffecthif die jNraoB h recorded. 
Thai, where a peraoo r eo al ye i a booefit, hia aooonat ia debited and where a pereen 
. gives away a beaellt, bis account is created. A person is debi t e d wbca he becomes 
"IjaUe to pay an amount definhdy; be is credited when an amoont beeomm payable 
to biaL 

A real account is an account of a property or asset. Thus, when an asset is 
acquired, the amount b entered on the 6Mt siite of the aeooimt and the amount 
realiicd on its disposal b entered on the credit aide. 

A Nemlaal Aseoeat Is an aooount of expenditure incurred or income received. 
When an amount b paid out ehatfcable as an expense to the business, it b entered 
onthedeldt of the relevant Expense Account and where an amount of income b 
received, b b entered on the credit of the ^jproprbte Income Account 

Acesuntiag Process: A transaction or an event to be recorded in books of 
account leads to the following suocessiTe prooesscs (or steps): 

1. Entering in the Books of Prime Entry or Journalising ; 

2. Posting the ledger accounb; 

3. Balancing of accounts; 

4. Preparing the Trial Balance ; 

5. Preparing the Trading, Profit and Loss Account; and 

6. Preparing the Balance Sheet 

Books of Priam Eatry : It epn well be imagined bow inconvenient it would be 
tpjppgt the large variety and volume of transaetiens entered into by a trader into the 
Mger accounts and the possibility there would be for errors to arise in such a case. 
tSTtibib account there devrioped almost simultaneously with the perfection of the 
sjmem of doubb entry book-keqring the practice that all the transactioas before being 
recorded in the ledger should be first entered b a book knenm as Journal. To begin 
with, the Journal was the prinripal book of prime eatry into whid every transaction 
wasebtered before being posted to the ledger. But under modem bookkeeping^ 
seveCal sepaiaie books of entry have come into use for racorAsg dfibrent ^pcs ^ 
trsa sa nti ons and the Journal b used only for mcordbg transactions for which no 
jptefad book sadsts. Tbe principal bodes of prime emry. ale: 

(i) Theloumal: 

(iO Tho-CMh’Book;' ' 
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S«ht«r Dqr Book; 

(v) BigtantDoy ^k;«ad 

BiRi Booriv«bl|W I^yabla Book. 

JmooI : fa modMB p tacti o e , the jooraol pyape r ii mod to reeoid only niclt^ 
tfamactloM Mcaanot be entered in tiie otherbo^ ^prime entry. However, for 
nadentaadiiv the prineiplet in reepeet of tiebh end credit we begin with the 'Jbarml' 
wlierehi the eoooant to be debited end that to be oedited are. epccifled together wMi 
an explanation for the entry. EerentiaUy, the Jonnal ihould show : 

1. Date of tratmctloa. 

2. Brid* detillt of the traoMction. 

3. Pardoriara of aoooonti affected and the amounts to be credited and thoae to 

be debited. ^ 

4. Ledger folios of aoooonts to which eato item is posted, for diarioring 
unposted item and fatore reference: 

The most common fbrm of the Journal has the colunuu given below: 

£ffgt Partkulan Ledger Debit Credit 

FoUo Km. Km. 

TranmetionB are entered in the Journal ritrooologkany and the titles of 
appropriate accounts are entered against each hern ; the amount to be deUted in the 
ledger is entered in the debit column and that to be credited is entered in the credit 
column. Du amount in the debit column must equal that in the audit column eitba 
in stou**^ ^ ^ narration is given fer each entry to explain 

the nature of the transaction. Since the entries in a Journal are the bans of those to 
be made in the ledger, it is important that these should correctly state the accounts 
to be eSEected and disclose the nature of the frausartions. 

Illenfratlan: Enter the transactions mcotionod below in the Journal of Deeal ft Ca 

(1) March 3,1978 Bought goods cm credit from Dalai ft Co., for Ra. 3,000 

as per their invoice No. C7 

(2) March 10, 1978 Paid Dalai ft Co., Rs. 3,000 by cheque No. BM 6345 

on the Bank India. 

(3) March 1978 Received a deposit of Ra. SjOOO from Mr. Farikh # 

6% and the amount was deposi te d in the Bank of 

IMia. 

Jsaraal of Dsaal ft Co. 

1978 Dr. G. 

Rs. > Ra 




t* 


197% 

March Dalai A Co. . Dr. 

To Baak of India Aecount 



‘ ' ' (Biafaf payment to Dalai A Co., 
at per oor chetpie No. BM d*4S 
* ^ * on Bank of India.) 

Bank of India Aeeoaot ...Dr. C.&9 S,B00 

To Depoiit AocOtMt (Mr. Ph'iNkh) O.L. 3 
(Being the amonot received in 
depoait for one year at t% p.a.) 


Ai. 

Cn. u ' 

■ V •*<* 

^ 3JDOO<'- 

-y.; 

‘I*'!- 


iltaelration : On July 1, 1972, D. Dalai commenced faushieu with the 


undermentiooed Atcets and Liabilities. 


''I 


Fnmiture Ra. 5.000 ; Goods Rs. 23,000 ; Balaoce with bank Rs. 10.000. .His 
debtors on that date were : M. Mody Rs. 2.000; K. Katrak Rs. 8,000 riMetha'tft-Co. 
Rt. 6.<K)0. His creditors were: G. Gnpta Rs. 4,000, B. Basen Ri/S,000/>. 

Record this in his Journal. 't 

Note The capital of Dalai w ill be the difference between the total of his assets and 
the total of his liabilities The entry, known u ppgnhig entry, will be rccpi^ed in the 


Journal io the followtog manners : 

' 

.1 >, 

e ** '^r i't*- f k 

Dote 

Parttcklars 

■« Ledger Fdlio 

• ^>~Deba C/«dir 

1972 

' • r, « 8 

t 


to- Jtft. 'As. 

July 1 

Sundries ' Dr. 



■'/r • . 1 - 


To Sundries 



■>,. -if 


Furniture Account' '' ~ 

O.L. 

5 

5,000 


Stock of Goods^OcOunt — 

O.L. 

2 

25,000 vw • 


Bank Account'^., ^ — 

OL. 

10 

10,000«^. 


M. Mody — 

» '■■5 ^ fi 

5 

2,000 


K. Katrak — 

m- 

. 

8.000 


MehuAC^. — , 

i;>. SJ., 


' W. 


ToG Gupt.i 


-..,7 

4,000 


., U ^n ■ 

. ^ PL. 

. . 6 . 

. .,., ,.5.000 


., DrIJIgisI s Capiial A/c 


1 

47/)00 


(Being Asse's liabilitks and 
Capital at this datejlj^ 


Total Rs. 56.(Khi 


Pustlng—ihencxt step; 

From the Journal the entries will be p^led in 
account on which they appear in the Jou 
ledger accounts and the cr^it entrisi m f 
giv 0 tbelew, tor ^tri 

Milt 'dt Pn i tjl iiim ' ' 

posting from die Jeuimttt'hV: 


9*. 'ytti 



t sid^^tlis 
^bit oftbe 
iBostratiOd 


■’i. 

■A 
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JbonMlise the fcdlowiiu tnaMCtions and port than into the Ledgo’: 
1982 May 9 Bon^t loodt^m D Mai Ra. 8,000 


10 
- 14 
H 14 


S<ddp>odt to B. Baaen ft Co. 

Reodvad a dbeque from B. Baaen ft Co. 
Allowed him a daoonat of 


Date 
May 9 

May 10 

May 14 
May 14 


ParHaddfft 


Ra. 


10,000 

6,000 

200 


Ledger Folio Debit 
Ra. 


...Dr. 


Credit 

Ra. 


Pnrchaae Aoeonnt 
To D. Dalai ft Co. 

(Being coat of gooda ptuchaaed; 
Invoice No —) 

B. Baaen ft Co. ...Dr. 

To Salea Account 
(Being aale price of goods sold; 
(Invoice No —) 

Bank Account ...Dr. 

To B. Baaen ft Co. 

(Being cheque received <» 
account and deposited in Bank) 
Discount Account ••• Dr. 

To Basen ft C^. 

(Being discount allowed tocos* 
tomen) 


44 

21 


35 

45 


16 

35 


47 

35 


8 , 000 - 


10,000 


6,000 


200 


8 , 000 - 


10,000 


6,000 


200 


Date Partiadart 


Total 

LEDGER 
Salea Account 
Folio Ra. Dote 

1982 10 

Ba^ Accennt 


24,200 24,200 


Fartiailart Ftdio Ra, \ 
By B. Basen ft Co. 

J 32 10,000 


1982 

May 14 To B. Basen & Co. 


1982 

May lO To Sales A/c 


1982 

May 15 To Balance b/d. 


J 32 6,000 

D. Dalai ft Co. 


1982 

May 9 By Purchase A/c 

J32 8,000*-^ 

B. Baaen ft Co. 

1982 

132 10,000 May 14 By Bank A/c 133 6.000 

„ By Diseoiunt A/c 200 

.. By Balanee c/d 0) 3,800 


1982 

May 


To D. Dalai ft Co. 


1982 

May 14 To B. Basrti 


(1) 10,000 

(4) 3,800 

I Aceoa 

J32 200 


(2) 10,000 


33P 
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Journal cntiiM reoofdad for Vlodoif of aoooun t i urfll be diwoMed bi the ftody^ 
P^MT deallBt with piepnntfonofTmdii^nBdPtofitftLoai AoooiibL 

Cloahif Lcd|er Ace— rti : Ledfir Moountt Me ekteed periodkally. Foe this 
porpoee, the two eidec ere totalled and the diffetmee (or balance) ia inaerted on the 
ahorter aide, then Uie two ridea are totalled and tallied. The batanoe ia then again 
entered but on die <^q>oaite aide. Credit balance neana that the oedit aide waa 
bisger and debit balaooe meant that the debK aide waa bigger. 

The proceaa it illoatrated on Page 17 to ^ account of B. Baaen A Co. Fignrea 
in italica thow the hforea to be entered in the proo— of doatog or bahmetog; flgarea 
in bracketa tbow anooeative at^. 

When the ledger acconnta are cloaed, to the caae of the both Real and Peraonal 
Acoounta, doting halancea are carried forward which become the opening balancea 
for the next period But halancea of Nominal Acconnta are tranaferr^ to the Profit 
and Loaa Account; the debit balaiioec being debited to the account and credit balancea 
credited. The net or the reaoltiog balance in the account ia tmnaferred either to the 
capital or drawing accounta of partnera or the proprietor, at the caae may be. In the 
caaeofajointatodc company, the balance, after appropriationa for Reaervea, Divi- 
denda, etc., have been made, ia carried forward to the next period. 

Wherever the volume of tranaactiona ia large, the ledger ia divided into aeveral 
aeparate ledgera, each containing a different type of acoounta. For example, there may 
be a aeparate Salea Ledger, a Purebaae Ledger, a General Ledger, etc In large 
buaineaa nnita. It la often convenient to have aeveral cuatomera* ledgera divided either 
alphabatkally, typograitoiGally or departmeotally. A Salea Ledger containa acconnta 
of OMtomen; a Purebaae Ledger of l u pp l ier a ; a Private Ledger the acconnta to be 
kept aemet from the ataff, e.g., the Caf^l Account of the proprietor or of partnera. 
Profit ft Loaa Account, depute from anndry partiea etc., and the General Ledger of 
all other acconnta. 


SnbaMiary Booka 

Purchaaea Day Book : If a trader makea ten separate purebaaea of goods dealt 
in from different tuppliera on the same day and all these traiuactiont are recorded to 
the Journal as des^bed earlier, it will result in ten debit entries described aa pur- 
diaae and in oo ni eque n oe, ten different poattoga to Purebaaea Account will have to be 
made. Tbs Purebaaea Day Book (or Bought Day Book) is designed to avoid sudi a 
repetition and to enable one poittog to be made to Purchaaee Account at the end of 
the month. All the same, the price of goods purchased will have to be credited to 
individual acconnta of pai^ from whom these are purttoaied from day to d^r. In 
its simple^ form, such a book bu the oolname dtown bdow ; 
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BOUGHT DAY BOOK 

Date Nam* of tho Supplkr Jmoke No. Ledger Folk Amount 

and partteuhrs Ri. 

Entrias in the Pardmeet Dty Book ue made from tnvoioee received from 
aupplien. Flroin tbii book, the entries ire daily potted in detail to rappUen* 
^ aocomits in tihe Bonght Ledger ; but only at the end of the month, the ‘amoont’ 
oohmm it totafled and the fijal total it ruled off and potted to the debit of Purchaaea 
Account in the General Ledger. Since thh one debit poating ia equal to keveral 
credit potthwa, the flindaineatal principle of double entry book-keeping iaaafe- 
gnarded and the ledgert remain in balance. 

Salat Day Book ; Thta book n designed to relieve the Journal aX the 
detailed record of goods told. It is kept on a similar principle at the Bought Day 
Book. The columns in timide rulings of such a book are given below : 

SALES DAY BOOK 

Fotf Name of Cuetomer tnvoiee No. Ledger Folio Amount 

and particulan Ns. 

This Seles Book it posted from copies of invoices. The debit entries in 
respect of amounts recoverable from customers are daily posted individnany, while 
credit to the Sales Account is given at the end of the month. 

Rctoras Day Book : There must be provision for returns in the books 
of aooount. Therefore, either a few pages at the end of the Day Books are allotted 
for the purpose or separate books are started for recording sales returns. (inward) 
and purchases returns (outward). The forms of these books are simiisr to those for 
Purchases Day Book. Entries are made in these books on the basis of Credit and 
Debit Notes. 

It may be added that, now-a-da>s. Sales Day Book and Returns Inward 
Book are not written. Eitra copies of invoices and Credit Notes sent to customers 
are prepared which, filed in loose-leaf binders, are made to serve the purpose of 
' such Day Books. The poating to the persotial accounts in the ledgeis are made 
direct ftom carbon copies. These are listed up and totals of the Usta are credited 
to Sales Aooount in order to complete the double entry in relation to sales or 
returns 

Cash Book : The Cash Book contains a record of amounts received or paid 
out; amounts received are posted to its debit ride, while amounts paid out are 
posted to itk credM side. In the ledger, on the other hand, the amounts received 
are entered on the right-band sides and those paid out on the left-hand aides. 
Therefore, amoaata entered on the debit side of the Cash Book are posted to the 
credit of le te vant acoounts in the kedger and riicr-rerea. This is becauae the Cash 
Bock, apart ftooi briag a book of ctigtnai eatry^ ia a ladger goofpsqtt ofaaah ia tahkh 

----■., - ■ "v , ^ 
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theaspeetof trumctiom eoaveiM to tbat catered in the ledgerit recorded. Oae 
of he effects is that in reboot of oadi fransaetions it is necessary to eeooid only the 
siB|io a^wet of cash tra n sac ti on in the iedfer, tbei other aspect beint aatomatioally 
recorded ^ the entry in the OMh Beak. For —"»r^, if A pays Rs. 100 the 
aooonnt of A is credited and the ceaverse a^Mot, U., debit to Cash pf an equivalent 
amount, is recorded by entry in the Cadi Book c» the debit side. The Cosh Book 
ffnis swves a double ftmetioa, one as a book of orifiaal aatry and the other as a 
Iedfer account. 

For the sake of convenience, the form oi Cash Book sometimes is varied by a 
business. A concern whkfa allows cash dtsconnl on amonnte received and receives 
similar dheounts on amounts paid will find it convenient to have a Cash Book with 
an extm column on botii tides for leootdint dhoouita. Another firm dtsiring to 
deal mainly through a bank may have a Gash Bdok w^ a bank column. A third 
may desire the fheility of recording both disconnts, and baak transactioas m the 
Cash Bodi. See pages 11>12 of the text*book for a form of the Cash Book. 

Cask Book with a Baidc Cohmm : Wlmre the tranaaotioos with a bank are 
numerous, to dispense with the necessity of maintaining a separate Bank Account in 
the Ledger, a bank column is usually provided in the Cash Book in which transactions 
with the bank are entered. For correctly entering traaaactiens in bank and *'^«h 
oohnnn the following rules must be observed : 

(i) Whenever cash is received, it should be entered on the receipt side of Cash 
Book in the 'cash column'. 

(ii) Whenever a payment is made in cash, it should bo entered on the payment 
aide of the Cash Book in the 'cash column’. 

(iii) When, out of the cash balance, an amount is deposited in the bank, an 
entry should be recorded on the payment side of the Cash Book in the 'cash coliunn’ 
•By Bank*. It being only a transfer of cash from the ofBce into the bank, the amount 
k also entered on the receipt side oftheCuh Book in the'bank column* as •To 
Cash’. 

(iv) Whenever cash is withdrawn from the bank, k is recorded in the bank 
column’ on the payment side of the Cash Book as ’By Qwh’ and simultaneously 
an entry is made in the 'cash odomn* on the receipt side at the Cash Book as 
•To Bank*. 


Nolo: This prooednte will be adopted if cheques are immediately paid into the 
hank. Otherwise, the proosdare wiU be, first to enter all mnitfaiKes 

received, even by cheques, in the'cakb column’and sidnequently, when these 

ate pM into the bank, aa «tiy wM be made in dm same way as if cash has 
been paid imp dm bank. 


(») 


of 


|m made by cheqacs tbeeania eniwred on UmpayalMi 





On# JMk w/i* Smfy Bmk C o imm : The we of eheqnee ha^iiii bcooaDe 
mifeiwt. it H aebeMuy for • bniiaeM lo oury • huie euh bihuMe. Hw 

omn 01 ^ dbbwpnneiiti, onelly aeoeMtry, eea be tn4e from the Petty Omh Bonk 
U hi <hen(bn> oAoi poeiibleto comp l et ri y ^miaate ftom the Cash Book the cnt ri ca 
ia lespeetofoarit lyeeiptiaad dfe bm aementa. Ifthmiadoiie* there whoold beno 
■ead to have a caA cohnw in the Cash Book and in ita place one or more Tiank 
cohmet* eoaM be accMDaaodatad for recotdtdg ttana ac tkaa whh different banks or 
branch^ of fbe iaase bank. This system is being widely adoptod now a-days by 
* large bnshMashoaaes 

Ctuk Dbmmt : A oadi discount is an abatement in the amonnt reeeivabe to 
payaUe which is entered separately in the CaJi Book against the amount to which 
h relatea. For entering disoonats the Cash Book is provided with separate cohimna 
on both aides. Where a diaoount is atlow^ in respect of amount coliec.ed, it is 
entered in the 'discount odnmn* on the receipt aide die Cash Bode adjacent to 
the entry for the amonnt ediected. Afterwards, the amounts collected together 
with the difoount is placed to the credit of the debtor who is usually, a customer. 
On the other hand where diacoant is received, naaally ftom a supplier, it is entered 
in the ‘discount odumn* on the payment side of the Gash Book adjacent to the 
amount to which it pertains. The amonnt actually paid along with the di scou n t 
afterwards is debited to die aocouht of die creditor or sunilicr who is aHewed the 
discount. 

The total of the diacoDiit ednmn on receipc side of the Cash Book is peri> 
oticalty posted to the dMt of Discount Allowed Account, Bad cenverse l y, the 
t(]tBl of die discount cotnnm on the payment side of the Cash Book is posted to die 
credit of the Discount Received Account. 

The Janrnal: In case a number of books ere kept to record tranaaetions 
orginally, is lustricted to the reoordiog of; 

m Opening entry: 

(ii) Closing entry ; and 

> (iii) Sudi other entrica aa do not find a jdaoe in any other book, iachinia g 
entries for rectification of errors. 


Accouatiiig is said to be the language of busineas and information nbout die 
buaiaeas h conveyed to outaiden aa well nf to thoae hiaide throngh accomitinf 
atatsmeots. It fo, therefore, neceasnry that the infenmntion be eqaqiiled in acerttda 
manner mkitli^^eredioiild be clear aMnfaig to die statementa aaftr atpoaaibk. 

dsM in the easy bcginnii^ that often it ia not poadbla to give Jn 
lhaofalcly pts^ aaeming to a figure. Howev e r, over dw ^pniod, octtahi biak 
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oonceptt have developed aocordiog to wbldi accoataata do tbeit w<nk aad make 
a record (rftbetnnaactkMia and evcitta. Thcae conoepla an the foOowing: 

(i) Money meaeanoMar c aa c a pt . (My auch tiaaaactkma and eventa aa can 
be interpreted in t enn a of money am recorded. In other worda, eventa on idiidi 
money vahie cannot bo put bave to be neceaiarily kept ont of the record even thougli 
the event may be extremely important. For example, if the managing dhectm of a 
company is retiring, the accountant will recotd the gratnity and other benefita 
payable to him bnt cannot record the probable effect on the company's fortnaea 
on the retirement since it is not possible to put any resonable estimate od the 
oonsequeocea. Thia has been one of the moat aetioua limitmionB of accounting since, 
probably, the moat important asset in any undertaking is the quality and calibre ot the 
■taflT working there. There it no bigga asset than an honest, hardworking, 
intelligent and courageous manager and there is no bigger liabiliiy than a person 
who at every turn makes wrong decisiona aad makes enemies of people. But 
no accounting statement will show up such asset or liabilities Those who read 
the accounting statements, therefore, mutt necessarily go behind the figures aad 
try to judge for themselves aa to what sort of management the undertaking has. 

Any unit of measurement over a period of time haa its own drawbacks and 
more so money. Though a universally acceptable measure of value, first, itanffers 
firom territorial limitations. It gets affected seriously by economic differences 
between various territories as well as political and social differences. Secondly within 
a tenHory its value changes over a period of time. In tome casts, this change is 
rapid as well as violent The system of accounting treats all units of money as the 
same hrespective of their time dimension. This has created serious doubts about 
the extent of utility' of the accounting data; inflation accounting seeks to dial 
with this problem. 

(ii) BuKinesB entity concept. Accounting will alwnys nuke n distinctioa 
between the undertaking and proprietors. Even in the case of sole>proprietorshipa, 
the firm will be distinguished from the individnal who owns it, even though in the 
eyes of law there is no distinction. The accountant wilt record transactions between 
the owner and the firm; for instance, when capital is provided by the owner, the 
record will be to show the firm as having received so ranch money and as 
owing it to the proprietor. This concept is based on the idea of steamship in 
the senae that proprietors mitrust rmources to the management; the management is 
expected to use these resontcea to the best advanta^ of die firm and to aooonnt for 
the resources placed at iu disposal. 

Thia is one of the moat useful concepu aM from it bM developed what may be 
called reepoaaibility aooountiiig. It is possible to record tnmaeotionB between s 
oompany aad the factory or between one depaitment aad another. In thit maimef, it 
is poasibie to aseertain the resulta of oper a tio n a of each department or division of an 
wndertakiag and even parts of a diyiaioa, estaWAJog the effbedveness of 
opwafloina at each point 
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(W) 0«hit co tcCT It ii auuiMd tbat tbe underUking or the intUtution 

will hM for a kng time. Tniuactiona are, theieTon. rocorded in auch a manner that 
the benefits likely to accrue in future from mcney spent now or the fiitoM 
oon^equeaoes of the events occurring new are also taken into consideration. An 
eumple wonld be purchase of machinery which would last, say, for the next 10 years. 
Tbe cost of the machinerv would be spread on a suitable basis over the next 10 years 
for ascertaining the profit or loss of each year The full cost of the machine would 
not be treated as an expense in the current year itself 

However, when tbe life of the undertaking is known to be of a certain period 
only, the record will be made accordingly. If. for instance, A and B join toietto for 
a limited imrpose of constructing a building, the accounting rtcord will keep in view 
the fact that the arrangement will last only till the building is completed if, therefore, 
certain equipment is purchased for construction of the building, the cost would 'be 
wholly ebar^ to it even though physically the equipment may be capable of being 
used for many years. 

The International Accounting' Standards Committee regards this concept as a 
fundamental one. If the assumption of going concern is not valid, the financial 
statements should clearly state this. 

Even though the life of the institution or oganiMtion is assumed to be long, 
accounting statements have to be prepared periodically, uy, at tbe eno of each year. 
This requirement creates many difikulties, the chief of which is that the future 
benefits of expenses incurred now are to be estimated and it is only on this estimated 
basis that some of the important figures in tbe annual statement will appear. 1 his 
destroys, to some extent, the exactness of the figures contained in tbe financial 
statements. T hose who study the statements should always keep this iu mind. 

(/v) Cost concept Accounting makes a record on an objective basis. Tbe 
personal views of people are not considered as the proper basis for making the record. 
Views of two independent people together are a better base. Suppose, a piece of land 
is considered to be worth Rs 4 lakhs but is purchased for Rs. I lakh ; tbe 
accountant will consider it to be worth only Rs I lakh since thst is the figure ow 
which both the purchaser and the seller have agreed. This is also known as theoaR 
ctmeept, i.e, ail transactions and events will be recorded at the actual amount af 
money involved. 

This concept has enabled the accounting record to be truthful and not biased in 
fitvour of any particular individuala, which would be the case if petsonal views of 
people were to prevail However, there are certain points which she uld be mrfed in 
this fespect. First the cost concept does not prevent certain estimates to be made and 
record to be based upon these estimates. Depreciation of assets like machinery is a 
case in point, though when the asset h purchued, tbe record will show the actual 
iiibennt q)eot. But tbe asset has to be used over a number of yean, and beoce tbe 
post; attributable to each year will be a matter of an estimate»the number of yearn 
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of life of the MKtitMir would beaneethute. Secoadly.tbeeoeteoaecft pr«veat» 
the Meooatiiig ttateoiento from teileetiiif thecunest potitioft if there hae been a 
Change iaprkea For example, if a company acquired a pieee of bad in f^JO Cm-R a. 
50,000, it will BtUI show iu IM2 this piece of land at the Mune ^ure even though in 
the mea edmg prices have riaea manifold. Thoae who look at the accounting 
statemeots, therefore, must always be aware of the poMibilrty that (he bahoce sheet 
figures, though strictly rebted to cost, may not necessarily diow current vatuas. 

(r) Dual aspect coacept. Every trantactkm oiteied into by a firm or an 
institution will have two aspects : if any event occurs, it b bound to have a doubfe 
impact. We should remember the business entity concept under wbi^ the firm b 
aoaddered to he separate from its proprietor. When the proprietor starts the 
business and invests a sum of monev, the firm will have so much money but, abo, 
the firm will owe that amount to the proprietor. An asset comes into being (in the 
form ofcashlalong with a Ibbility (amount that can be cbhned by the proprietM 
called osmer’s equity or capitaH. If goods arc sold ou credit, the stock of goods goes 
down but a new asset, in the form of amonot recoverable from the customer, comes 
into existence. Suppose further, the firm borfows a sum of money ; the amount of 
assets' will increase but this will mean that out of the total asseu a certain sum of 
money b pcyable to outsiders called creditors. Thus, we can ay that at any point of 
time: 

Owner’s equity or capital+Ctaii»s of outsiders^Assets 
or 

Asseb>-Owtier’s equity (Capital) +ClBims of outsiders (Labilities) 


or 


Asseb—LmbilitiesxcCbpital 

The last mentioned equation b based on a firm principle of law that the 
(tsmer's equity or capital or the claim of owners on the business can be entertained 
after all the obhns of oubidei^ have been met. Menifestly, no one can liaitl- 
anatelv take money for oneself without first paying off the creditors. Hence, to 

npcat. 

Assets—Outsiders’ claims—Owner’s equity. 


Thb fbodamentel equation will always hold good. In ordinary language what 
h memu b that out of the total amount of assets available with a firm, first of all the 
fUignm of cfwditora have to be nwt and what renwins belongs to the propfielor(s). 


Any avert or any transaction’ will have an effect on assets on the one hand and 
cither on tfie dIaims of crediton or (M owner’s equity on the other. We can takek 
faw sit a mplft. Itappose A commenctf brtlpert with a lakh of rupees. At ffib 

asfWi. kept (n 0 ^ w« be^ m R,. t »kh ^ 

]akli» .lfalean^vR>.SR^ *«^ the assets wlO be Rs, 1.30 Rkhs ina dihil 
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of Mitsiden wttl bo lit. S0,OOO oad owner*! equity wilt be Ri. i lakh, if the owner 
oontrlbirtee ftarther capital, there will be a correepondtag increaae ill the amoont ta' 
awets and in the amount of eimec’a equity. We me aneuming that all the anwH am 
kept in caah but if ca»h b used to buy eome anets, say, buildiog, then dw cftct of 
din tnuuaction win be that the amonnt of caih will be reduced and another anet wiH 
oome into exiitenoe If part of the cath balmice b loat, eay, by fraud, then the total 
amount of aoeti will t>e reduced and since it cannot have any effect on the outsiders* 
claims, the owner’s equity will be lower. These few examples would show that thme 
can be no transaction or event without a double effect, the effect beinf eiticr to 
increaae or decrease the assets and to have an effect on outsidei’s equity (or cJaims) 
or owner’s equity (or capital; The dual aspect will enable us to develop all the rules 
which are required for a proper record of the traosactions of a firm. 

(vi) Accnal concept: If a transaction has been entered into wan event has 
oocun^, its consequences must follow, /.e., the amount of assets and lialnlities will 
be affected by the various transactioos and events. It b important to record the 
consequences of all transactioos and events even if settlement in cash will be mily 
after some time. Without such a recording, the accounting information will be 
incomplete and even mbleading. Thu concept u called the Aocnial conoqit. The 
system of accounting that is based on it is calkd the Mercantile system. If only cesh 
transactions are recorded the system is called the Caah system. 

A little further coneideration of the dual aspect will show that the owner’s 
equity or capital can increase only if the assets increase without u conesponding 
increase in the chums uf outsiders. Of course, the owner’s equity can always 
increase if a further cupitai b introduced. But, ordinarily it increeses as a result of 
tiading operatioos. As a result of worit done during u >eur, profit may be earned. 
Thu cun only mean an increase in the amount of assets without an increase in claims 
of outsiders on the bustneei. Suppose, a firm trades only for cash ; in the begmning 
of a year it has Rs. 2 lakhs and it claims that at the end of the year it has earned a 
profit of Re. 40.000. Itt cash buhtnoe must be then Rs. 2.40,000. Thb b baaed on 
pure eommonsense. If goods ate purchased at Rs. 30 and sold ataprofit (ffJU.Sb 
the amount realised must be Rs. 33 ; instead of the previous hulance of Re. 3R,taMa 
b now a balance of Rs. 33 ; the increaae is equal to the profit. One must keep a mm 
of thb fundamental fact, though it b often lost sight of, that if |»ofit has been lained 
tt must have led to an inenase m assets and, since the ciaime of outsklere on the 
bnsineBB have remained coestant, it must have led to an increase in the owner’s equity. 
One can say, therefore, that a firm can be said to haveeamsd a profttonly if the 
owner’s equity hKieaiee and only to the extent bis equity has increased. If there » 
a dac r eaie in the owner’s equity, to that extenf tiie firm has suflieted a lost. 

The diieu te i en can enable ue to define inoome and eipenie. 'Ahyitem wliieh 
Jii^Ma n ti MmMwe hi ^ossner»ecqufey tuemaomad any bem tehieh imalte in a 

mwpfihned .dtoiiu, ii nehher aaiaocmennchncapaambatte mMiS 
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ooflvmioB of oat form of assets into another, or ajqilicatkHi of asseU to pay off 
outsiders’ daios, etc. When interest is paid there is redaction in the amount 
asseuanda corresponding redoedon in the owner’s equity. Ihb is an expense. If 
a eommitsioo is earned for work done for a costomer. there will be an increase in 
the total amount of assets and, also, an increase in the owner’s equity ; it is, there¬ 
fore, an income If cash is used to buy oflto eqnipnwnt. there is no incresseor 
decrease in the total amount of assets or in the owner’s equity. This is con¬ 
verting one asset into another. At the end of a year the value of the oflke equipment 
will be lower bccauw of wear and tear and depreciatioo. The total valuo of 
ameU will be lower and so also the owner’s equity. Therdoie. dqsteciation is an 
expense or loss We have talked of a reduction or increase in the total value of asseU. 
The seme applies to an increase or decrease in the claims of outskiers. Total value 
of auett remaining the same, if the claims of outsiders have increased, these is bound 
to be a reduction in the owne< 'a equity. This will be an expense or a loss. Similarly, 
if the owner's equ.ty increases because of a reduction in the claims of outsiders, total 
assets remaining co' stant. it will be a cate ot income. 

At this su^, we may abo distinguish betwem incomes or revenues which remit 
iu the ordinary course of opeiationt and those that result in an extraordinary manner. 
When profit results from manufacture snd sale of goods, it it in the ordinary course 
of business but when an asset, used for a long time for carrying on opetatioot. is 
sold at a profit, <he profit is surely extraordinary. In the tame way, if aomehow a 
liability it settled for a substantially lower aum of money, the resulting profit is extm- 
ordinary. One may designate such profits as capital profits and other as revenue 
profits. In the same way. one can distinguish revenue losses and capital losses ; if a 
building is suddenly destroyed by fire and is not covered in insurance, it is an extra¬ 
ordinary or capital loss. There is good advantage to be gained, especially from the 
point of view of management, if a clear distinction is always made between the two 
types o profits or losses. 

(v//) fieslhatioa concept. It is a fundamential rule in accounting that profit is 
not tect^ised to have been earned till it ia realised in cash or a third party has 
legally become liable to pay the amount Till this point of the amount becoming 
recoverable from an outsider is reached, one cannot say that a piofit baa been ea-ncd. 
Ordinarily, it is not certain that the goods produced will be sol d at a profitable price. 
Market conditions always change and, as the saying goes, “there is many a slip 
between the cup and the lip ; if somehow the sale does not take place the entire effort 
and the money involved in producing the goods will go waste. That is why 
accountants, taking a conservative position, refuse to record a sale unleas the third 
party has committed itself to paying the price and only on the happening of this will 
the profit be said to have arisen. There is one exception to this rule. Jf it is 
rensonaldy certain that a loss will arise on the goods already produced or purchased 
or say aotivjty already uadertaken or a tramactioa afrendy entered into, ^ 
aeooaatiuit will take that poadbilHy into aoootmtl S^rpoae goods have been predpeed 
idaqoet qf Rs. UK), ffveaff Hkcertain tbkt thego^ v^beabldfainhclaa^y 



27 


•boM tUBflfBMf ^ «Qeouflt»iit will nAupi to teooiniiie tb« profit till the tale actually 
tiketplaoe. 3ut ifit la reaaonablycerttinfiwU the price leaUud be lets than Rt. 100, 
jay, RC' 91^ acoonotant will oontider the foodt to be worth only Rt 97 and 
recognise the lots of Rt. 3 e\ en before goods are Kdd. 

All the tevai concepts discussed above are the ground rules on the basis <rf 
which the accountant does his work in a systematic manner. If there it any departure 
from these concepts, it it the duty of the aoeountant to make known the fact to that 
those who study the information are aware of the true meaning of the figures put 
before them. 

Nott, The International Accounting Standards Committee the Institute of 
Chartered Accountants of India regard Going Concern, Consistency and Accrual as 
the ftmdamental assumptions. 

The Committee has also made a distinction betwem fbndamental accounting 
assumptions and accounting policies. In respect of the former, there is no choice but 
in respect of the latter, firms have the option of choosing particular policies, for 
instance with regard to viduation of stock or depreciation The Committee, however, 
states, that three considerations should govern the sekotion and application by 
management of the appopriate accounting policies and the preparation of the 
financial statements. These are the following: 

(a) Prudence : Uncertainties inevitably surround many transactitma. Th» 
should be recognised by exercising prudence in prepariiv financial 
statements. Prudence does not, however, justify the creation of secret or 
hidden reserves. 

(b) Substance over Form : Transactions and other evenu should be accounted 
for and presented in accordance with their substance and financial reality 
and not merely with their legal form. 

(c) Materiality : Financial statements should disclose all items which are 
material enough to efiect evalhatinn or decisions. 

w 

These three considerations are the buis on which the choice is to be made. 

It does not appear that there is any conflict between the accounting concepts 
whidi have been suted above and the fundamental accounting assumptions. Some of 
the concepts appear to be quite obvious like the money measurement conc^t, the 
badness entity concept, the cost concept, and realisation concept. Probably, this is 
why the IntenuUional Accounting Standards Committee has not laid emphasis on 
the^ 

You already know the {wocess by udiioh a transaction is entered in the books of 
idiae and ported into tim^ledger. You are also familiar irith the trial balance, 
oareftdly, jurt to ravise yov knowki^ 
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m w trtrt a n : F. Fkune started bostateH as • coel netauM on Oetober 1,1W2. 
He pot into the businew Rs. S,S00 cash whieh he pot into the Bank and Rs. 1,200 in 
form ofa horse and cart Of thecash. Rs. 1,000 was b o r rowe d from his Mead, 
S. Silver. His other transaotionB were : 


October 1982 

„ 1 Drew dheque for ofike nse 

^ 2 Porcbased 50 tmu ci best household coal from B Nnt-well 

9 Rs. 50 per ton 

4 Pttichased aooonnt books and statkmery, cash 

„ 5 Sold on credit to O. Norwood 16 cwt. of coal O 

Rs. 20 per cwt. 

„ 6 Sold for cash S cwt. of coal @ Rs. 20 per cwt 

„ 8 Paid wages 

„ 11 Purchased on credit from B Farmer 1^ tons of hay Ql 

Rs. 80 per ton. . 

„ 12 Paid by cheque to B Nutwell the amount due leas S 

per cent cash discount 

„ 16 O. Norwood paid his account by cheque, less 2} per 

cent cadi discount 

„ 17 Paid rent out of cash 

19 Purchased on credit from Cardiff Coal Co., 20 tons 
steam coal @ Rs. 40 per ton. 

, 22 Sold on credit to Bracebridge Mills Ltd. 10 tons steam 

coal @ Rs. 60 per ton. 

„ 23 Returned to B Farmer i ton of damaged bay 

, 26 Cardiff Coal Co. allowed Rs. IS for short weight in 

coal purchased from them. 

, 31 Paid salaries out of bank 

Drew for domestic use, cheque 

Wrtte up the books, post tbe ledger and take out a trial balance. 


Rs. 

250 

SO 


25 


100 


ISO 

200 > 


Neta : In the sohition cf the Problem a mimber of errors hoee been tkUberately 
committed to illustrate how errors affect ledger occounis ami the trial balance. 



29 




so 


FMCkMMBodu 

Ante fartkular$ L.F. 

DttaiU 

Amount 

1982 

Rt. 

Rt. 

Oct. B.NiitweU 

50 toat bett hoiMehold coil 
d Ri. SO per ton 


2.S00.00 

11 B. Finaw 

H tow of hay @ Rt. 80 per too 


12000 

19 ChrdifrCoalCo. 

20 toot tteim coil @ Ra. 40 per ton 


800.00 

Total Puichatet 


3.S20.00 

Sales Book 

1982 

Rt. 

Rt. 

Oct. 5 0. Norwood 

16 ewt of coal ($ Rt. 20 
per cwt 


230 00 

23 Brtoebridge Milli Ltd. 

10 tons steam coal Rt. 60 per too 


600.00 

Total Sales 

' 

830.00 


Jownal 



Date Particulars 

L.F. 

Dr. 

Cr. 

1982 


Rt. 

Rt. 

Oct 1 Hone d Cart Account 

To Capital Account 
(Being the value of bone and cart 
with which (together with cash) 
butioett it started.) 

Dr. 

1,200.00 

1,200.00'^ 

Oct. 22 B. Farmer 

To Hay Account 

Dr 

40.00 

40.00 


iBdag I ton of bmy (purohued on 
OottriMT 11} retoiDod to B Farmer 

It it wit dnmi^.] 
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Oot 26 Qu 6iff Cool Co. Dr. 

ra jPniGlMM Aooetmt 

(Befaw tb« tUoMWie oii^ by tbe 
Cardiff Cool Co. fbir abort wejgiht 
. in wyect of cool parcfaated flroin 
them bn October 19). 


; ■ 


13.00 


IS 00 


1.255.00 


U5S.00 


LEDGES 
Capital Aceeant 

Dr. Cr. 

Date Purticulart Folio Amount Dot* Particulars Folio Amount 

Ra. 1976 R,. 

Oct. 1 By Ca*h Book 5,500.00 

By Horae A 

Ctet A/c 1,200.00 

Horae & Cart A cc ee t 

Oct. 1 To Capital A/c 1,200 


B. NetwoU 


Oct. 12 To Caah Book 2,500,00 Oct. 2 By Purchaaca 2,500.00 

B.F8nMr 

Oct. 23 To Hay A/c 40.00 Oct. 1 By Purchates 120.00 

Oct. 31 To Balance c/d 80.00 

120.00 110.00 

Nov. 1 By Balance b/d M.OO 

QwdiffCMdC*. 

Oct. 26 To Porctaaaea 15.00 Oct. 19 By Purcbaiea 800.00 

Oet. 31 To Balance b/d 78SjQ0 

80(M)0 80000 


Nov. 1 By BahHMVi TtSBO 
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G. Norwood 

' s . 


Oct 5 

To Sales 

23a00 Oct 16 By Cash 


312.00 

Oct. 31 

To Balance c/d 

82.00 


' 


312.00 312.00 



Nov. 1 By Balaaoo o/d 

BneebrMge Mills Ltd. 

82.00 

Oc(. 22 To Sales 

600.00 Oct. 31 By Balance o/d 

600 00 

Nov. 1 To Balance 

600.00 

Pnrehasei Aceoent 


Oct. 31 To Purchases Bojk 

3.S20.00 Oct 1 By Cardiff Coal Co. 

Sale Accaant 

51.00 


Oct 6 By Cash 

100.00 


Oct 31 By Sales 

Hay Accoaat 

Rs. 

830.00 

Oct 23 To B. Farmer 

40.00 

StatioMry Acconat 


Oct 11 To Cash 

30.00 

Wages Accowt 


Oct. 8 To Cash 

25.00 

Rent Accomt 


Oct. 17 To Cash 

100.00 

Salaries Acconat 


Oct 31 To Cash 

150.00 

Orawing Accoaat 


Oct. .1 To Cash 

200.00 



Trial Balaaco 



Amoonts 

a 

Amounts 


Dr. 

Cr. 


Rs. 

Ks. 

Cap^ Ac«>uot 


6.70) 

Hone A Cart Account 

1.200 

B. Fhnner 

. . 9^ 
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OuttiffCoalCo. 

••a 


785 

CkNewaaod > 

•ad 


82 

Itaciteidfe MiSs Lid. 

••• 

600 


Purebases Account 


3,469 


Sales Aceouat 

••• 


930 

Hay Aooauat 

••4 

40 


SMioaery Acooimt 

see 

50 


Wafas Account 

••• 

25 


Rent Account 

••• 

too 


Salaries Account 


150 


Dtawinp Account 


2C0 


Discount Account 

••• 



Cssh in Hand 

••• 

175 


Cadi in Bank 

••a 

2,337 



Total ... 

8,346 

8,577 


It will be noted that the total of the credit oolomn exoeeda that of the debit 
column by Rs. 231. This deflnhdy shows that some errors have crept into the 
working. The foUowing errors win have been noticed by a carefhl student: 

(i) The total of the Bank column of the del^ side of cash book should be Rs. 
5,SI 2 and not Rs. 5,312. The corrcctkm of this error would mean that the 
balance at bank would Increase to Rs. 2,837. 

(iil The totals the discount column in the cash book have not been posted 
in the tedfer. This account would appear as follows : 

DIseowrt Accaast 

1982 Rs. 1982 Ri. 

Oct. 31 To Discount Allowed Oct. 31 By Discount Received 

(as per Cash Book) 8 las per Cash Book) 125 

The oredH side esoeeds the debit side by Rs, 117. 

(Ui) The total of the Purchases Book is Rs. 3,420 and not Rs. 3,520. Since the 
total has been debited to Purchases Account, it means that this account bu 
been debited in excess Rs. 100. 

It should be noted that this error of overcasting the Purchases Botric (or 
undercaating) does not aflEectthe accounts of suppliers since these have 
beim cred^ed iodrvidually. 

(iv) G. Norwood bad paid Ra. 312; this hat been credited in his account but 
he sbosdd als6 have basa credited by Ra. 8, the dlmeo a t aUowed to hhn. 
, Tbit poi;^Mtioo wdqiil tneteaae hie credit baiaace to Rs. 96 
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(v) While potting the Hty Account from the journo]*^aocouBtlM»-beMi 
written on the debit tide instead of the credit tidOi ItwotnteotftiD dftidh 
error would convert the Hay Account to a credit hahmee of Rai 40 

(vi) While potting the Purchase Account in respect of allowance of Us. 15 (Oct 
26), the amount has been written a» Rs. SI Correetkm of this error and 
mistake in totalling [see(iii)] above, would convert the balance in this 
account to Rs. 3,405. 

This correction of the above-mentioned errors would make the trial balance 
agree, as shown below : 

Trial Balance 



Dr. 

Cr 


Rs. 

Rs. 

Capital Account 

— 

6,700 

Horse and Cart Account 

1,200 

■— 

B. Farmer 

— 

80 

Cardiff Coal Co. 

—■ 

785 

G. Norwood (iv) 

— 

90 

Bncebridge Mills Ltd. 

600 

... 

Purchase Account (iii), (vi) 

3,405 

_ 

Sales Account 

— 

930 

Hay Account (v) 

— 

40 

Stationery Account 

50 

— 

Wages Account 

25 

— 

Rem Account 

100 

— 

Salaries Account 

150 

— 

Drawing Account 

200 

— 

Discount Account (ii) 

■— 

117 

Cash in Hand 

175 

— 

Cash in Bank (i) 

2,837 

— 


Total 8.742 

8,742 


The trial balance having agreed, it may be assumed there is now no enor ; that 
asiumption would be wrong as there ore some enors which pennit the tr»l balance to 
agree. This is shown by the following errors still existing in the wmrking given above. 

(a) Of tbemon^ (|jp)oeited in the baak,Rs, 1,000 has’been borrowed. It is 
wrong to oredit the Capital,Ateoupt with the wbirie ot the Rs. 5,500. Rs. 1,000 should 
be oedited to Silver’s Loan Account, only the (cmaining ‘ami^t belUg credited to 
the Capital Account. 
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(b) of nieto Norwood on S-10-82i» Ri. 320 and 1U.230 

aatOBMd^&i^ SakaBook. the mittako liai led to imder debit to Norwood and 
under creAt to Sake Aoconnt (because of theeffeoton the total of the SakaBook) 
9B* ^ 

(o) Piudiase of Hay from B. Fanner haa been entered in the Purchases Book. 
This mesM that the amount baa been debited to the Purdiases Account whereas it 
AftwM have been debited to Hay Account, it being required not for resak but as 
horse feed. It diould be noted that because of entry in the Purchases Book, the 
account of B. Farmer has been correctly credited. 

The three errms mentioned above permitted the trial balance to agree because, 
in fla^h ease, the amount placed on the debit and credit side is equal even if the acco¬ 
unt or the amount is wrong. 

ClasslBcatioo of errors: Of the errors mentioned above ; (a) and (c) were 
committed presumably because the book-keeper did not knew which account was to 
be debited or credited. Such errors are called errors of princiirie. All other errors 
are ckrical errors may be classified as : 

1. Errors of Omission—When an amount is not entered in a book of prime 

entry or the ledger—(ii) and (iv) 

2. Errors of Commission—When a wrong amount is written or is posted 

wrongly— 

(i), (iii), (v), <vi). 

Some errors mav mutually cancel themselves out. These are known as "Com- . 
pensating error**. 

RectMcatka of errors : It is always better to rectify errors through a Journal 
entry, although if an error is located immediately after it has been committed, it is 
permissible to neatly crou out the wrong amount, write the correct amount and initial 
the rectification. Over-writing should always be avoided. 

If the trial balance is finally drawn up, a difference in it may be transferred to 
Siupense Account (in order to give it an appearance of agreement). But normally 
the final trial balance would be drawn up only if the errors have been rectified, hi 
such a case,‘dottbk entry* will not be completed in case of one sided eirors, that is 
eiTWS in which only one of the aooouats is affected. A record of the rectifications 
would be kept, but essentially the rectification would be made only in the account 
affected by the error previously committed. 

In the illustration giveu above, the following errors will be corrected in the way 
given bdow: 

(i) By correcting the total and the Bank balance. 

(ii) ^pnparing a proper Discount Account in the ledger. . 

^ By ^creditiniii Rs. lOO to Purchase Account, givA^ reference t 0 <ili» wrong 

tofifliaf. , ' 
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(iv) By eotering Rs. 8 on the credit tide of the Norwood*! Aoooimt. 

(v) By eateriog Ra. 80 tm the credit tide of the Hay Acboent, this irattld 
convert the debit of Rt, 40 to a credit of Rt. 40. 

(vi) By debiting Purchase Aooount by Rt. 36, the difference of Rt. SI ud 
Rt. 15. 

The other three errort have affected two account! and hence a iHolar journal 
entry will be patted in each cate, at thown below:— 

(a> Since Capital Account has been over-credited by Ra. 1,000, tbit account 
tliould be debited and the proper account credited. Hence: 

Capital Account Dr. Rt. 1,000 

To SilvCT’t Loan Account Rt. 1,000 

(b) Since both Norwood*! Account and Salet Account have been underpoeted 
by Kt. 90, the correcting entry it: 

Q. Norwood’i Dr. Rt. 90 

To Sales Account Rt. 90 

(c) Since the amount of Rt. 120 should be debited to Hay Account hutead of 
Purciiates Account the entry for correcting the error it;— 

Hay Account Dr. Re. 120 

To Purchase Account Rt. 120 

OpMdng a Sntpente Accemt: A Suspense Account it opened with a iBffereoce 
n the trial balance : obvioutiv, it would represent the net effect of such errors as 
cauae ditagreement of the trial balance. The erron (i) to (vi) given above are such 
erron. In tuch a cate, all correctioni would be patted through the Journal Suspense 
Aooount will be debited at correction is made on the credit aide and vice vena. But 
errors which permit the trial balance to agree would be corrected as shown already— 
without involving the Suspense Account. The six errors canting difference in the trial 
balance given above would be corrected as under : 




Dr. 

Rt. 

Cr. 

Ra. 

(i) Bank 

To Suspense Account 

Dr. 

500 

500 

(ii) (a) Suspense Account 

Dr. 

125 


To Discount Account 


8 

125 

(b) Discount Account 

To Suspense Account 

Dr. 

8 

t 

(iii) Suspense Account 

To Purchase Account 

Dr. 

100 

100 

(iv) Suspense Account 

To 0. Norwood 

Dr. , 

8 

8 
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1 (V) ftospsaae Anqpsnt 

Dr. 

80 


To Hay Aocoont 



80 

4*0 Fnwrharn Aoeonnt 

To iluipense Account 

Dr. 

36 

36 


When the eemction of all errori oautiag diiagieeinent of the trial balance, there 
dKNiid be no balanee left in the Snspeaae Account Th» is shown below : 


Sa s psai B Accaaal 


To Difference in Trial Balance 

231 

By Bank 

500 

To Dkeonnt A/c 

125 

By Discount A/c 

8 

To^Purcfiase A/c 

IQO 

By Purduses A/c 

36 

To^G. Norwood A/c 

8 



ToHlay A/c 

80 
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Correctiea ia the next trading gerfod : If the difference in the trial balance is 
carried forward to the next period or otherwise disposed of say, by translbr to the 
capital account the rectification of the errors involved should be in such a way as not 
to' affect the profit or loss of the next period. To debit Sales Account in 1982 because 
of an error in 19S1, is to falsify accounts for 1982 ako; the proper method would 
be to open a Profit & Loss Adjustment Account and pass ail entries rdating to 
nominal accounts in respect of rectification of errors through this Accotmt. The 
p, ft L. Adjustment Account will be closed by transfer to the Capital Account 
{Students an advised to work through illustration on p. 33 of the text>book (ii)]. 

lUastratloa: A merchant’s trial balance as on June 30. 1975 did not agree. 
The^differenoe was put to a Suspense Account. During the neat trading period, the 
following errors were discovered ; 

) (i) The total of the Purchase Book tff one page, Rs. 4,539 was carried forward 

to the next page as Rs. 4,593. 

(ii) A sale of Rs. 573 was entered in the Saks Book as Rs. 753 and posted to 
the credit of the customer. 

(Mi) A return to a creditor, Rs. SIO. was entered in the Returns Inward Book ; 
bowevK, the creditor's account was correctly posted. 

(hr) Cash received from C. Dass, Rs. 620, was posted to the debit of G. Dass. 

(v) Goods worth Rs. 840 were dcs p a tc issd » customer bcitoreihe dose of 
. tha yew but no invoice was made euir 



(iv) Qoodc worth Rs. 1JOOO were teat oo tele or return baaie to t ouMomer tad 
entered in the Sale Book. At the close of the joarv- the taH ia i i sttt had 
the option to rettun the poods. The ule pries wis 2S%«bove cost. 

You are required to give journal entries to rectify theenets iaatity so asto 
show the current year's profit or loss correctly. 


Sdatiea: 


Joamal 


(i) Suspense Account Dr. 

To Profit and Loss Adjustment Account 
(Correction of error by^ which Purchase 
Account was over debited last year— 

Rs. 4,593 carried forward instead of 
Rs. 4,539.) 

(ii) Profit A Loss Adjustment Account Dr. 

Customer's Account Dr. 

To Suspense Account 

(Correction of the entry by which (a) Sales 
A/c was over credited by Rs. ISO and (b) 
customer wash:redited by Rs. S37 instead 
of being debited by Rs. S73.) 

(iii) Suspense Account Dr. 

To Profit A Loss Adjustment A/c 
(Correctioa of error by which Returns 
Inward Account was debited Rs. 

510 instead of Returns Outwards A/c 
being credited by Rs. SIO.) 

(iv) Suspense Account Dr. 

To C. Dass 
To O. Dass 

(Removal or wrong debit to G. Dass and 
giving credit to C. Dus from whom cuh 
was received.) 

(v) Customef's Account Dr. 

To Profit A Lou Adjustincnt Account 
(Rectification of the enor atising firou non- 
preparation of invoice for goods delivered.) 


De.< Cr. 

Rs. Rs. 

54 

54 


180 

1.326 


1,506 


1,020 

1,020 


1,240 

620 

620 


840 

840 



fvi) Ttoft ft Lorn A^fotuamt A/o 
5tttctt^ftCQMal 
Toc«t«»ei^ Aoconnt 
(ne Cmtoma^ A/c credited widi Re. 1,000 
for good* BOt yet ptuchaeed by kim ; coet of 
the good* debited to Stodc and ^Profit" debits 
ed to Profit ft Lorn Mia$tmeat Account). 

Prafit ft Lom Adlait B ieat A/o 
To Capetal Account 

(Tnotrer of tbe Profit ft Lom Adjuatment A/e 
bulence to the Capital Account). 

Will the studeota find out the diflerenoe in the Trial 

UlMtcstloo: Mr. Roy was unable to a^eo the Trial B a lance last year and 
wrote off the differeooe to the jmifit and loss account of that year. Next year, he 
appointed a Chartered Accountant who examined the old books and found the 
following mistakes: 

(t) Purchase of a scooter was debited to conveyance account Rs 3,000. 

(2) Purchase Account was ovsr*cut by Rs. 10,000. 

(3) A credit purchase of goods from Mr. X for Rs. 2,000 entered as a sale. 

(4) Receipt of cash from Mr. A was posted to the account to Mr. fi. Rs. 

1 , 000 . 

(5) Receipt ef cash from Mr. C was posted to the debit of his account, Rs. 
300. 

(6) Rs. 300 doe by Mr. Q was omitted to be taken to the trial balance. 

(7) Sale of goods to Mr. R for Rs. 2,000 was omitted to be recorded. 

(8) Payment of Rs. 2,393 for purchase was wrmgly posted as Rs.2493. 

Mr. Roy used to charge 10% deinwcistiwi on vehicles. Suggest the n e cr ss ai y 
rectification entries. 

Answer 

Joanal of Mr. Rey 




Or. 

Cr. 



Rs. 

Rs. 

.1) Motor Vriiieks Account 

Dr 

2,700 


To Profit and Low Adjustment A/c 



2.70U 


iPtucfaase of scooter wrongly debited to conveyance 
account now fttctjfied<—capitaliaattoa of Rs. 2,700, 

ifttfts. 3,eotlMi WKdcpfftift i fidB) 


Dr. 

Dr. 


200 

fiOO 


1,000 


Dr. 1,334 


1,334 


alaoce ?* 


iMa.Ighoit). 



Dr. 


JO.OOO 


(2) Suipence Account 

To Profit ft Lom Adjtutmant A/c 

(Puiehaae Account oveicut in tbn previous >«nr; 
error now rectified). 

(3) Profit ft Lots Adjustnent Aocooet Dr, 

To P 

(Credit purchase from P. Rs. 2,000, entered as 
•ales last year ; now rectified). 

(4) B Dr. 

To A 

(Amount received from A wrongly potted to the 
account of B ; now rectified) 

(5) Suspense Account Or. 

To C 

(Rt. 300 received from C wrongly debited to his 
account; now rectified) 

(6) Sundry Debtors (Q) Dr. 

To Suspense Account 

(Rs. SOO due by Q not taken into trial balance ; 
now rectified) 


10,000 


4^000 


4,000 


1,000 


1,000 


1,000 


1.000 


300 


SOO 


(7) R Dr. 2,000 

To Profit ft Loss Adjustment A/c 2,000 

(Sales to R omitted last year ; now adjusted) 


(8) Snspense Account Dr. 198 198 

To Profit ft Loss Adjustment Account 
(Exceu posting to purchase account last year, 

Rs 2,593 instead Rs. 2,393, now adjusted) 

(9) Profit ft Loss Adjustment Account Dr. 10,898 

To Roy’s Capital Account 10,898 

(Balance of Profit ft Loss Adjustment A/c transferred 
to Capital Account) 


(10) Roy's Capital Account Dr, 10,698 

To Suspense Account 10 698 

(Balance of Suspense Account tnaaferred to the 
Chpital Account) 

Nott : Entries Np. (2) and (8) may even be omitted; but this ia not advocated. 
Entry (6) will not be pmled in Q's Aooonnt. 
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nv^n WN l4M9 AvJMlMCBI AffCSW 



Ri. 


Rs 

Top 

4.000 

By Motor Vehicles A/c 

2.700 

To lloy*t CapUal tniofcr 

10.89l( 

By Profit * Loss A4justffieat 



Aooonnt 

10,000 



By R 

2,000 



By Snspeose Acconot 

198 


14.»98 


14,898 



ACCOMt 


To Profit St Lou Adjuitment 


By Sundry Debtors (Q) 

500 

Aoooant 

10,000 

By Roy’s Ch|»tal Asootmt, 


ToC 

To Profit * Lofi Adjortment 

1,000 

transfer 

10^698 

Account 

148 




11,198 


11,198 


llhi^tiiMi; 

Tht undermentioned errors were discovered in the books tf Shri Ramrtaraym 
offer the Profit and Loss Account had been prepared for the year ended 31st March, 
1976. The difference in Trial Balance was carried to suspense accomt in the Palanea 
Sheet Shri Bammaayan provided depreeiatitm on Machinery at 10% pM. and on 
Furniture at 3% pjo. A Reserve /or Bad Debt was provided at 2%, on outstandint 
debtors. Net pr^tfor the year was transferred to Capital Account. 

(a) A cheque received for Re. 8,000 from a customer was not posted to ledger. 
The corresponding Sales Invoke was for Re. IlflOO which had been wrongly 
passed through the Sales Day Book as Rs, 2JOOO. 

{b) A machinery purchaud for Rs, 20.000 tm 1st April, 1975 was wrongfy dddkd 
to Phrnlture Accomt. 

(c) Sales included Rs. 25fiOG for goods sold for cash on behaff of Shri 
Chandrakant. Shri Ramnarayan was entitled to a CammlssioH eff lfF% an 
sales pha expenses for which no adiustmeat was made. His Trade Ei^ttues 
Included Rs. 1,500 as Selling Expenses in connectioH with the above sale 

id) Some old furniture (Book value on 1st April, 1975 Rs. bflOO) was disposed 
offer Rm. SfiOO on 30th September, 1975 but tlw proceeds had been wrongfy 
credited to Sales Account. 

(«) A Credit Sate for Rs. 5,000 had been passed >H>/ce through theStdes Dm 

Am*. " 
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Skri KMMsnjMi’i JmmI 


OaMotner (Sundry Debtor*) A/e Dr. 

StapeoM A/o Dr. 

To Profit A Lom AdMutme^ A/e 
(A tale of Rr. 12,000 recorded u R*. 2.000 
now adjusted by crediting Profit A Lo« 

Atljnstment A/e for tiie differeooe ; H*. ii.OOO 
recdved from the customer not behtg posted 
to hi* a/c, the customer needs a (tebit for 
Rs. 2i)no i e. Rs. 12.000—(2.n00-i-8.0n0> 


Machinery Afc Dr. 

Profit A Loss Adjustment Ale Dr. 

To Furniture A/c 

(Maehiaery purchased for Rs. 20j000 srron^y 
debited to Furniture A/c; Machinery A/c 
debited by Rs. Ih.OOO i.e. 20/X)0—2,000 
(depreciation for one year); Purnitnre A/c 
credited by Rs. 19,(MO net debit remaining in 
that account after depredation. The short 
prosieioo for deoreciation ^ S% on 20,000 
nosr debited to the Profit A Loss Adj. A/c) 


Profit A Los* Adjustment A/o Dr. 

To C^ndra ^nt 

(Rectification of (i) Consignment sales treated 
as normal sale for Rs. 23,000 ; (ii) not 
accounting for commisBioa Rs. 2,300 and (iii) 
neatmmt of consignment eapenses as trading 
expenses Rs. 1.300;. Net amount due to 
Chandra Kant, salet minus c xp e nsas A oom- 
miaskm. credited to his aoooant by debit to 
the P A L. Adjustment A/c) 


Profit A Loas Adjustment A/e Or. 

To Purnitnre A/o 

{Sale of fbmiture .(book value Re. 6,000) 
srroagly credited to salea a/c; Profit A Loss 
Adjustment A/c now debited by this figure 
ffiUB loss on tuie after d a pia ci a t ien of 
Ra. 3001 


Dr. Cr. 

Ra. Ra. 

2.000 

R,ono 

10.(00 


18.000 

IMOO 

19,000 


21,000 

21,000 


5,700 


5.700 




4 $ 


ftfoit *; Uiii^ A/e ~ Dr. S.OOO 

T* (Cortaner) Saadry Debtors iflfjQ 

<C(edit flde twke eotered in eale boo|c now 
reeened) 


ProvWon Itar Dnabtftil Debts A/o 
To Rroit A Lose Adjnstnirat A/c • 

(Excess provision for doubtful debts written 
bndt->-debtM incrensed by Rs. 2,000 esn 
result at rectiflootioo No. (e) and reduced by 
Rs. S.000 by rectifloetion No. (e) 


Capital Ale Dr. 22.640 

To Profit and Loss Adjustment A/c 22,640 

(Balance of the Profit ft Loss Adjustment A/c 
transferred to the Capital Account) 


Dr. 


60 


60 


lOnstratlen : The Profit and Loss Account of a business for the year ended 
SOtta June, 1982, and its Balance Sheet as at that date, wen pcqmred after 
the foOowinf adjustment: 


(i) Depreciatioo, on time basis, was charged on Machinery and Furniture at 
10% p a. and on motor-car at 20% pji. 

(iO A provhion for bad debu was created at 2% on the outstanding debtors on 
the closing date. 


(iH) The difference in Trial Balance was carried to the Sheet as at 

June 30, 1982 as a Suspense Account. 

In the subsequent year, the following errors were discovered: 

(a) Wages included a sum of Rs. 5,(X)0 for the installation of a new madtine 
on 1st October, 1981. 


(b) A credit invoice of Rs. 2,000 was omitted to be passed through the Sales 
Day Book. Subsequently, a cheque for Rs. 1,000 received from the p«ty 
as a part payment, was credited to a creditor’s account. 

(c) Certain Herns of oUfuroHore, whose book value on 1st July, 1981, sras 
Ra. 2,500. wore disposed of for Rs. 1,300 on 1st Apri4 1982. This sum of 
Rs. 1.300 was credHed, through the cash book, to Motor Car Account 


<d) 


Cash paid to ^editors Rs. 1,200 was posted to the credit of Creditms 


Aceoutf for Rs. 200. 

Rem of Office building paid in advanbe of Re. 1 
Account . . ’ ' 



debitodio Rent 
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M oMKle ttwrcta. A profonm bank recoadlattioD staUment ibowing the a^jiuUBent 
aeatkmc d above is given below: 


Beak ReeoacilMiea State—tf as oa 31st Dereaber, 197i 

'Rs. 

Bank balance as per bank pess'book 

(i> Less cheques issued bat not yet presented 

Mahendralal St Co. ... ... 48S.24 

Sorabji A Co. ... ... 9S7.68 

B. Dass & Bros. ... ... 8S4.8S 


Rs. 

6.24S.66 



2,297.77 


3,947 89 

(ii) Add cheques deposited but not yet cleared : 

Rama A Co. ... ... 84.00 

Rama Singh A Bros. ... .. 82.SU 166 SO 


4,114.39 

(jii) Less interest on Oovt securities by bank 

on 2i% Oovt Loan of the face value of Rs. 10,000 

for six months, not yet entered in the Cash book. 112.S0 


4,001 89 

(iv) AddtaaV. charges debited by the bank but not yet 

responded. 64.00 


Balance as per Cash Book 4,065 89 


Where the bank balance is an overdraft, adjustments shown above will be made 
in the reverse order. 

One should note that the Balance Sheet cash at bank will be shown after 
adjustment of items (ili) and (iv) ^nce entries for interest and bank charges, etc. must 
be made in the books of account. 

Note : Students are advisedto work tbou^ the iUustratione in connection with 
preparation of Ban^eoonciliatioB Statement in the text-book. 

IBuetrutioa: The Cash Book of Mr. Ondbadwsla shows Rs. 8,364 at the balance 
at Bank « on 31st December, 1976, but yon find that this dom not agree srhh the 
halanoe as per the hank paas-boofc. On scmttiey, you find tl e (bHowitg dimnpiuMiea. 

(1) On l&h December. 1976 tiiie paymenu side the Cmb Bo(A|r|a]m4srr 
cast by Rs. 100. . 

* - '•> . _'v - .r'i-rfj . 
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(2) A cAimim for Rs. 131 iMMd on 2Sth Dooember, 1976, wu taken in the 
CathocdoBB. 

P) One dqxMitoriU. ISOma recorded in die Caih Book u if there ii no 
Brak colninn therdo. 




(4) Ob 18th Deoember, 1976, the debit balanoe of Rt. 1,526 u on the previona 
', ms bronght ftiemid as credit balance. 

(5) Of the total cheques amoimtinf to Ra. 11,514 drawn in the last week of 

December 1976, cheques aggregating Rs. 7,815 were in December. 


(6) Dividends ofRs.250 collected by the Bank and subscription of Rs. 100 
paid by it were not recorded in the Ouh Book. 


(7) One outgoing cbeqne of Ra. 350 ms recorded twice in the Cash Book. 
Prepare the Reconciliation Statement. 


Awwer: 


(JfAt books an not doted on 3Itt Deceinber, 1976) 

Bank RaeaacIliaHeB Statment of Mr. Gadbadwaia as on 


31st Deeeaiber, 1976 


Batance as per Cash Book 

Add : Mistake in brfnghii forward Rs. 1,526 

debit balanoe as credit balance on 

18th Dec. 1976 

Cheques issued but not presented : 

Issued 11,514 

Cashed 7,815 

Dividends directly collected by bank but 
not yet entered in the Cash Book 

Cheque recorded twice in the Ouh Book 

Deposited not recorded in the Bank column 

i ' 

Less ; Wrong casting in the Cash Book on 
15th Deoamber 

Cheque iaaued but not entered in the 

Bank colamn 

Subscriptioa paid by the bank direetiy 
not yet recorded in the Cash Bopk 


Rs. 

Rs. 


8,364 

3,052 


3,699 



250 

350 


150 

7,501 

100 

15,865 

131 


100 

331 

15,534 


Balance M per paasibook 
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Of the books are to be closed on Jlst Dec. 1976) 

Corrected Balance as per Cash Book: 

Rs. 

Rs. 

Balance' as given 

Add: Mistake in bringing forward the balance 


8,364 

on 18th December 


3.0S,\ 

Dividends collected by the Bank 


250‘ ^ 
350^ 

Cheque recorded twice 


Deposit not recorded in the Bank Column 


ISO 

Less : Wrong casting of the Cash Book on l5th December 

100 

12,166 

Cheques issued but not entered in the Bank Column 

131 


Subscription paid by the Bank 

100 

331 


—- 

— 

Correct Balance (for Balance Sheet purposes) 


11,835 

Bank Reconciliation Statement 


Rs 

Balance as per Cash Book 


11,833 

Add : Cheques issued but not presented 


3,699 

Balance as per pass-book 


15 534 


ColHoiBar or Tabalor Book'keeplog denotes a system by which clerical work in 
respect of Book>keeping is reduced by means of provnion of suitable columns in the 
s .bsidiary books and, if possible, in the ledger. This insures greater speed and accuracy 
ill posiing and, to some extent, even eliminatkm oi some of the work. Analytical 
Petty Cash Book is a familiar example. Below are given some other examples of the 
system. 

(a) Analytical Purchase Day Book : By means of providing column for, gay, 
purchases of raw materiala, purchases of mill stores, power, repairs and maintename,'^ ' 
etc, all vouchers not involving immediate cash payment, may be entered in tbe 
Purchase Day Book and analyaed under respective bead ; tbe leapective acoounu can 
then be posted once a month. This will reduce good deal of journal and posting work 

<b) Combined Analytical Purchases Day Book end Bought Ltdgtr : If the firm 
has adopted the practice of paying each bUl from supplkra of goods and service 
separatdy, an additional column showing tbe number and date of tbe cheque and 
payment voucher No. will obivate necessity of maintaining the ledger accounts of 
suppliers. The ruling may be u follows ; 
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PUBCHASE JOUBNAL 

MmA ar._1»~ 

PayBMrt Aaalyria 



Total Creditora Aooount can be pocted in totals and ha balance ttrndc periodl* 
cally. Ita accuracy can be easily checked by listing the names of suppliers against 
whom payment paitknlars do not appear, with the amount due to them and then 
totalling the list. This total should equal the balance in the Total Creditors Account. 

This idea can he extended to sales ledger work also but it may not work in there 
are too many returns or instances of allowances, discounts, etc. 

(c) Cohmmr Ctah Book Columns may be provided both on the receipts and 

paymeirts sides of the Cash Book to record transaction of various types. For instance, 
columns may be the following, in addition to the usual mies: 


Receipts SHe 
Cash Sales 

Receipt from debtors 
Sundries 


Payment SUe 
Cash Purchases 
Payment to Creditors 

Wages 

Travelling Expenses 
Printing St Stationery 
Postage ft Telegrams 
Sundries 


The sundries cohimnt will have to be analysed at the month end to that the 
proper accounts are posted. If transactions of a particular type ate nmnerons, a 
column should be provided for their record. 

(d) Cobmanar LeSger; If there are numeroiis accounts of the same nature, 
in the sente that transactions in all accounts are similar, instead of allotting a page 
to an account only a eolnmn may be provided and the various particnlan printed. 
An alternative is to have columns for vwiont partieulars and to record tiic naaaet <« 
the left hand side. The Fee Raster in acoHege is a good eiaaqde. It may be ruled 
aafSBOouFs: 




Ron No. of Stndaat 
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■ • t 

Fot Regitter/Ledger for the month of^«....l» —» 



‘‘Total” accounts mutt, of ooitfte, be maintained to http track of all items. 
These should be reconciled every month with detailed lists of amounts due from 
varioas students. This practice can be adopted by the following also : 

(i) Estate companies for tenants accounts; 

(ii) Gas, water and electricity companies for customers aooounts; 

(iiii Hotels for visitors aooounts ; 

(tv) Insurance companies in respect of premiums ; 

(v) Firms selling goods on sale or approval basis on an extensive scale ; and 

fvi) Firmi having numeroua branches and department!. 

Attvanlages of the System ; 

(i) Usually there is orou casting m the books in which oohunns are provided ; 
this ensures accuracy to a much larger etuent than is the ordinary method. 

(ii) There is economy in clerical labour since posting work ia reduced greatly. 

(iii) The system, properly used, may enable even small concerns to have a full 
system of accounting at a low cost. 

(iv) Slips, or original vouchers, may form the baais of entry into the ledger 

directly without these having to be entered first in the subsidiary books. 
Printing of suitable cohunns particulan will aerve to remind the 

clerks concerned about possible missing entries. For example, in a visitors 
lodger the clerk should mak^ enquiries if there is no charge in respect at 
laundry or telephones, etc. ■ 

(v> Time tskeo to audit the eooouats can be reduced ainoa the origmal voucher 
and Its froetmrnt in ncooums can be riiecked elthe sanethnej tteneed 
for chcckmg u reduoed beeaaac the number of eatriea m the lertgm wfil he 
mailer* 
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PfBrnhmmiga i/iA* tfiim: 

(0 Doe to Boanoos cblMBBittiM ikeofllitiabikHuy books may booome 
#idii(y wMe. 

(jl) If leow sliMt* are employed (to facilitate fbUing) the daafer io that aome 
gsay becoBie damaged. 

(iii) Brron may arise becanM of an amount entered in the wrong column. 

(hr) If there are numeroot reverse entries (e.f.. credit entries in an account 
having normally a debit balance), the system of columnar ledger may not 
work smoothly. 

(v) Ledger may not show as much detail as in the usual case because of 
summarisation and lack of space. For instance, in case of (b) above, much 
in a certain period. 

However, it would be seen on balance that a judicious use of the columnar 
system wiU facilitate book keeping. That part of the work which is repetitive may be 
done through use of columns but the ordinary system may be employed for other 
types of work. 

Seif-EzamlaatieB Questfoas 

Theae gaestfens an inteaded to eaaMe the stadent to test Us knowledge befbie 
piooesAc to snswer the test paf>er. Tbs arnwsrs to these gnestioos see not regabai to 
be written oat or sobadttod for evaluatloa. Aaswers are at the ead. 

1. State whether the following errors will affect the agreement of Trial 
Baknoe giving reasons in each case 

(a) Sales Day Book total for the month of November was overcast Rs. lO.St). 

(b) Sales returns in respea of goods worth Rs. 19S was treated as purchase. 

(c) Instead of debiting Peter in respect of goods sold to him for Rs. ISO, Paul’s 
A/c was debited by Rs. 160. 

(d) Purchase Return of Rs. 630 to Mr. K. Ayer was debited in hU A/c was Rs 
360. 

(r) Discount of Rs. 19J received from R. Samuel was debited in the Discount 
A/c**Rs. 910. 

(f) A cheque of Rs. S90 paid to Roy was not posted to his account. 

[Onfy (6), wilt not esffect the Trial Btdaaet] 

2. A trader finds the book>keepcr has committed the followup mistakes. You 
are requited to pass the correcting entries;— 

M R^iairs to furniture Rs. 130 have been debited to FuraRure Account. 

(^ Salary paid to O. Oovan a Salesmaq, has beea debited to his account. 

,ii\ 13teaaa|Ount.KJM. 4^. 
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(c) Commitiioo etrned from M/t Gopi A Co. fwt not bees pmed throath the 
Bookt» the amouat ia Ra. 4J0 and hu not yet been reoeived is ciah. 

(d) A oheqoe for Ra. 570 received from Ghoah A Co. haa been dUtonoared. 
The amoont baa been debited to AHowaneea amoniit aa Ra. 750. 

(e) An amount ofRa. 200 previoualy written off aa a bad debt baa been 
recovered. The amount has been credited to the peraonal account of the 
peraon who paid it. 

(f) A aale of Ra. 640 to P. Mathur A Co, has been by miatake entered in the 
Retuma Outwardt Book. 

How will the profit be affected ? 

(Pn^r rtdvftd by Rs. SOO) 

3. tn taking out a Trial Balance. Book-keeper finds that he ia out Ra. 37.89 
exccaa debit. Being deairous of closing hit books, he places the difference to a newly 
opened Suspense Account which ia carried forward. In the next period, be discovers 
that : (a) a credit item of Rs. 97.27 haa been debited to a personal account as Rs. 
79.72 ; (b) sum of Rs. 95 written off Fixtures as depreciation baa not been posted to 
the Depreciation Account: (c) Rs. 1,500 paid for Furniture purchased has been 
charged to the ordinary Purchases Account: (d) a discount of Ra. 37.69 allosted to a 
customer has been credited to him as 36.79 ; (e) the Inward Returns haa been added 
Rs. 9 short; and (f) an item of Sale for Ra. 59 was posted aa 95 in the Sales Account. 

Give the correctiog entries and prepare Suspense Account. State also the 
ultiiw*’. effcL't of these correcting entries on the Profit & Loss Account. 

ifnfit Inemued by Rs JJ60) 

4. From the following particulars ascertain the balance that would appear in 
the pass-book of Bomaiyi. as at 3lsl December, 1978 


Rs. 


(1) 

Overdraft as per Cash Book (on 3lat December, 1978) 

10,540 

<2) 

Interest on Overdraft for six months ending 

31at December, 1971 

240 

<3) 

Bank charges for the above period 

60 

(4) 

Cheques drawn but not cashed by the customers prior 
to 31st December, 1978 

2,300 

(5) 

Cheques paid into the Bank but aot cleared before 31st 
December, 1978 

4,340 

(6) 

^ Bill Receivable (discounted with the Bank in 

November) disbonoured on 31 sc Deonnber, 1978. 

1,000 


Items (>). (3) and (6) have entered i the pass-book but not in the Otth Book. 

(Overdraft os per pass-book Rs. I3,MO} 



53 


5. Oa 31st December, 1976 the Chab Botdc of B. Baba showed aa oveidiaft 
qS Rs. 18,000 with the Bank of India. The balance did not agree with the Balance 
aa shown by Bank pass-book. Yoa find that Babn had paid into tbe Bank on 26th 
Deoembm, fonr cheques for Rs. 10,000, Rs. 12,000 Rs. 6,000 and Rs. 8,000. Of 
tfiese the dieque for Rs. 6,000, was credited by the Bank in January 1977. Baba had 
issued on 24th December, three cheqoes for Rs. 15,000, Rs. 12,000 and Rs. 7000. 
The first two cheques were presented to the Bank for payment in December. 

You will find on 31st December, 1976 the Bank had debited Babu’s account 
with Rs. SOO for interest, and Rs. 20 for charges, but Babu had not recorded these 
accounts in his books. You are required to prepare a Bank Reconciliation Statement 
as at 31st December, 1976, and ascertain the balance as per the Bank pass-book 
showing the amount that should appear in the Balance Sheet. 

{Rs. 18,520 for Bjs purposes ; overdraft as per pass-book Rs. 17,520). 

6. From the following extracu from the Cash Book and the pass book for the 
month of January, 1978, prepare the Bank Reconciliation Statement; 

CASH BOOK 


Dr. 



(Bank columns only) 


Cr. 

Date 


Particulars 

Amount 

Date 


Particulars 

Amount 




RS.P. 




Rs P. 

1978 




1978 




Jan. 

1 

To Balance b/d 

4,510 

Jan. 5 



99 

3 

..Cash 

300— 


By G. Gidwani ft 

1,230— 

99 

10 

„ G. Basu & Co. 

1,000— 

6 


Co. 


99 

IS 

„ T. Mohan & Cu. 

2,J00— 

,. 14 

99 

Wages 

3,000— 

91 

17 

.. Cash 

600— 

„ 15 

99 

G. Basu & Cu, 


99 

20 

„ M. Mohan ft Bros. 

1,550— 



(Cheques dis¬ 


•9 

24 

„ T.P. Bhalla ft Co. 

740— 



honoured) 

1,000— 

99 

31 

„ S. Leader & Sons 

2,130— 

18 

99 

V. Kumar d Co. 

300- 





..24 

99 

S. Sbarda d Sons 

470— 





.. 28 

99 

Cash 

400- 





..31 

99 

R. Ramdas ft Co. 

780— 





99 99 

99 

B. Bansal ft Bros. 

340- 






99 

Balance c/d 

5,610— 




13,130— 




13,130— 

Febu 

1 To Bahnce b/d 

5,610— 
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PASS-BOOK 






With¬ 


Dr. 


Date 


Particttian 

drawals 

Deposits 

or 

Balaaoe 




Rs. P. 

Rs. P. 

Cr. 

Rs. P. 

rtTS 







Jan. 

1 

by Balance 



a. 

4.510- 


3 

By Cash 


300— 

Cr. 

4^810- 

f* 

6 

To Selvet—Caih 

3.000 


Cr. 

1,810- 

M 

10 

G. Oidwani 8t Co. 

1,230 


Cr. 

580— 

»» 

16 

By T. Mohan A Co. 


2.300 

Cr. 

2,88B- 

tf 

17 

By Cash 


600— 

Cr. 

3,48fr- 

If 

20 

To Sarda A Sons 

470— 


Cr. 

3,010- 

• • 

24 

To Cash 

400— 


Cr. 

2,610— 

If 

31 

To Bank Charges 

To LiTe Ins. Premium 

10— 


Cr. 

2,600- 



as per instruction 

By Interest on 

250— 


Cr. 

2,350— 



Government Stecu* 

rities 


300— 

Cr. 

2,650— 


knttai Jan. 83, lOyOOO (Rqiriat} 
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iMrikMiliii : Thopriauy ftecttoaoT MoowttlBi JitsMmaidMtMeowrtlig 
AliltliMMMrtfMtdwaflKMiatof pdoAtaaide or bw nAnd durim • p^iod oiii 
btdimdadl Tlw maaiMriairiiidi tlw smooBt ofpradt orkMhafbMiaiifved 
•tir dMoMdlothe lUt t a w rt of aooooat known as thoRovonie Adbonat, or tho 
Proitoad Lom Aooonnt, prepond at the dote of the year. The earioai i*eiiie of 
iacoawaiidakpBaditan wfakharaaediirintthaaooonntiat period an deodled therein. 
g uc o pa d nadar lignWhiaiit heade. U b alao a fxwai p enin d by a Balaiwe Sheet, eaUbit* { 
Ing anti nad UablUtiee of the ba rin e ai a« at the doin of the period. laaddithn, for 
ihowinf tbo w a t on of eeooomic acthrhy to which the account pertaiaa tibe Revcnae 
Acoonotai weHaathadiflbnnt aeotiona inwhieii hia aatniv an varionafy beaded 
M Maanfhetactat, Tindinfaad Profit dtLoaa Aocoont or ainply aa Profit aadLon 
Acoont The prhnary otjacthe of the R eaenaa Aocoont being to pnaantthadalaila 
ofaariooaiiaaMof ia c oaae or etqMaditiBe abkhbava cootribated to the naUagof 
the profit or km, thaganeral tide adopted auoh aa aocoont ia Profit Jt Lom 
and the appeUnthna. Tndiag and Manahetariag, an addod only the 
aeoooat baa been prepared in two or non aeotioaa to diadoae the amount of profit or 
hMO Mda at dtthieot leveit of die tndiag or mannihctiiriag activity. 

After the amount of profit or kao hae been aecertained, the amount gooa on to 
the "»—>** in whiA the profit hai been a ppropri ate d or dhtriboled amoog 
diflbreat raaaooa to ediom it betooged, and, in the event of a Iota, among thoeewho 
wen Uable to contribute towarde it * Thie inrormatioa it contained either in the 
ap pnrpfh**"" eocdon of the Prefit and Loee Aooonm or in a tqpaiata. Profit ft Loaa 
A p propriadon Aoooant 

For oompaiing the working naolte of one unit with dioae of an otfarr , in the 
lane iadoetry. ordwieaulttordie eameaait rorayearwUb that of an earlier year, 
it h darirable that the Prefitand Late Aooooat eboold beprepared inatpanteeeo- 
tloae»to ibow ■apanteiy the awoont of profit on m e iwlh o t o n and that on tndiag 
aewafiaatha find figonof profit or iota TUebbocauae not profit ofdMlbeat 
nnita enpiad in a afanflar aodvity wy vary dno to one ftotoror anodwr, depandini 
on the r^**^** ooadHioM tmdn whidi th^ have been operating. But dw "iifctt. 
tnrlm profit per unit of artieb' traded would bo the lame, rabject to what aright be 
dnoribed M nnoontrollable finton. 


rnpaiadna of Vlaol Aceanate : The priaoipal fbnodoo of final et at e me nt e 
of aoooant (tte Profit ft Leai Aoooant and dm Balance Sieet) it to oaUbit tndy 
andiUrlydie prdttabilhyand tiw flaaneklpoahionof the bueineea towfaiofa they 
relate. In order that than apay be prqNrty dnwntqi. ith ewnthd that a proper 
reoordof liawanfinni emend imoby fte bueiaeee dwing die period of aooeam 
rimold ba maintained. The beeic prfaohriee in regerd to ar o aawl a t io n of acoount’ 
big data an: (i) a dhtinedon ihould bo anda b at w em capital and rev e nu e, boA 
hnoaw and aapenditnre ; (fi) abo iBoann and enpaneea lejatlng to a pmlod of 
aoooant abould be oapoiMid from thoio of another period. What b nmn^ difihrent 
Umbo of inoomaand aapandkun aboadd ho aoenandatad nmer aigoMeant heade eo 
■MtodboloaathaioMonof InBoati^ natonof njMiftan i aonaad to oamlL tfaa 






I 


♦ Jf W i Am «Moli optal kn bMi fieoared and dw 
_jjja jif MltWrtii nlitrTi ht imrmnrYi n—r" Haviat ni»i4 to these bMie 

pdad^iH.lbtvtriovt iWBlwnto idiichattntfion dM«U bepM to(klennhiaif the 
jiSIftM MpedB of trswnrinoi, a noord of whkk drnikl be kepi, sad the difBeieiit 
ImhH ofaesomt tutdarwUeh various iieiBs of iiiu>ne and a i p ea di i urs ibonld'be 
mommM an ttatsd hsioar. 

^ Sinoe the (hnl statements orsceomt ate intended toAowup topnAt- 
the bmimmand ooCAat ofte proprietor, it is essential that all pmcmal 
{aooioe and espeaditiire Aould be sepanded flrom bnsinett income and expenditure. 

(b) A distinction should be made between cental and revenue, both receipts 
and e^t^iiare. DjUbraat types of income and expenditure should be olaisified under 
.•epante heads. The assets ahnuM be included in the Balance Sheet at a valuation 
arrived at on the basis at sriiich these were valued in the preceding year. Likewise, a 
provision for income and expenses vduch have accrued but not pai^ Aould be made 
by estimatioa or otherwise on Ae same buis at in the previous year. 

(c) Every informatioo, considered material forjudging the profitability of the 
buiioesi or its linaoeial position, should be disclosed. For example, when the amount 
ofbonuspnld Aould be displosed. SimUariy,if someofthe Hems of stock ate not 
readily saleable, these should be valued at their approximate sale price and Ae basis 
of vahtstkHi and vahie of such stocks should be shown sepamtely. 

(d) Though the record of Ae tranmctiont Aould be m aintained continuously, 
at the end of eneh aocoanthtg period (accounting year), Ae transactions of the period 
which has closed should be 'cut oflT ftom Ae one succeeding. 

WiA the same objective, e xp enses and income which have accrued but have not 
been adjusted should be hiciadnd and income received or expenditure paid whiefa doea 
not bel^ to the year, should be exduded. 

(el Tt should be seen Aat oidy tbeeffbctof tiinsactioos wfaiA were oondndsd 
before the doee of period of account has been adjusted in the accounts theyesr 
For example, when a mla of goods is to take ptoe only after the goods have been 
by dw pnrcheser and Ae inspection had not been made before the dose cS 
k would be hooiTect to treat tiie goods as a sale in the accounts of that 


fetisrariMtadUp sf the twe atatsassnts : One of the pdnts to be remembered 
n that of tmslei^eiiditBte^ mooned, some appears in the PnAt ft Loss Account and 
some in the BalaM Sheet Condder a few examplea. Of the total amount spent oa 
mnahenxiag gbods, that part wUdi is attrAutaUe to finished goods in stock b 
shown hi tiw Bduea Sbnst ns dosing alodc and tha amount debited totimTiaditig 
(or Ae Frait cMI Loss) Anenant is thereby reduced. WhentmndAie is purchased, 
tistipmtnfft efWehls nMrfbotsUe to the yr if dtpirriitiffla- it dth i t nl 




4 »lhtPiratt*LoM Aoooaataad ttobidMlM k tkemukt. 

MMt. Hntt 3 fw%piB»|i>rtof ttoooat 

MdttenaMUnfocwtiriDbedioMiMaaaMattetiiiaUMm'tMMt' TtMMiPMtt* 
UoM itkowthat tbttwo ttatm d o tM, tba Ppoflt cadliOH AocwaitMid 

m ttKMrMgUy llWMMriMmi ialtoB«IUM)eShMl«n» 

<M)1y At raoMiader of tfie expeaditun iaoaw d aflart irtirtit mtmm iMt fecM 
duurstd to tht Profit and Lom Aocoont or tbe Tndiai Aodoobl PorpnpKiatl' • 
two ttateoMfitt properly. It is of the gtatet t Inyon aa ce Att Ae amomk A be di^ 
md A At Profit end Loss AocoostAoeld be properly detendoed a oAentte boA 
•totemeots srlll Aow an Jnoorrect podtioD. tbepriac^ Aetfowirat AbliicaBed 
At Matching Priadple. 

MelAlag Prlacipie: This principle demande Aet revaane $ad Ae etqpsne M 
Acurted to earn the tevenoe thoold be proper^ naidied. this means Ae 
ftdloiHnf 

(a) Ifaeertain tevenoe or hkooiaeiB eoAnd A Ae Profit and LosaAeooont 
an Ae expenses relating to it, orhetber or not peymeitf has bcM aetoaOy made, Aouid 
be ddbfted to Ae Profit and Loss Aocoont This issAy at Aeond oTAeyearju 
entry is passed to brint i>bi aooonnt As ontstandiafi si^s ns es. That k also the leeson 
erliy Ae opetdeg stock of goods is dAited to the Ttadlng Aocoont (or Ae PitAt ft 
Lots Aoeontt) sinoe Ae rdevsnt sele is credited te Ae seme account 

A) If someexpenas has been incurred bat againat it sMe wiU tske piece A Ae 
nett year or incoew wA be received next year, tbeeq^enee Aonld not be deblled to 
Ao ciurent yeafs Profit and Lorn Account bot should be carried fonnud as an asset 
and shewn in the Belaiioe Sheet and debited to tbe Prtdlt and Loss Aocoun sAen Ae 
tdevant ineome win also be oedhed. It jsbacense ofthispBiaciple that: 

(0 at Ae end of Ae year inventory of all stocks in hand k pcqiared and k 
valued at cost Ihe credit to the TAding (or the Profit and Loss) has tbe 
effect of redociag Ae debit in Ae Treding Account to tbe extent goods 
remeia unsold or unutilised; these will be sold or used op next year and 
Aeooct wA, thesefore, be properly debited to Aenext year’s lAding 
AoDount IftbesdUng or raplaicein^ price k lower than cost, stocks 
bevabied atthkprice and not atoost. ThkkneAesfikct oftnUngA/ 
net Abk ta tka Trading Aooonnt Ugher Ana the coot of goods sold or 
ntOked A tke year, bat Astk proper. TheIbB of tim.aAlag price briow 
eost ranMS Ant Ae kmbas oocomdA AeyMraMj^Awaf^Ae debit 
property k to Ae ownat yrar’s Tssdiag and PMit and Lera Aeeooat; 

(A «t tim sad Ae yew prepaid nrpeiwre are broeght Jatn Ae booka by 
dcbWiA Pteipild B^wneei Awonstiad orattiiff Ae wpenMoonpetnid. 
Tbe effbel of tkk k eko Altnnrtbr Aedebit A regpectof peeynifienpnMes 
toilwaatai«weAaaAikawitftownA«V«MsiAMan»;«ni , 




I' (/M 9tatmA »«k» iHMl OM«Md(K 
I «Mt eftti mm rnktimhtmmtd 
iiMilid«»teMt«ad Low AflPOMi. 


atmmm ktmtimi in m tinmnt ym bat the nmfc 
tiwenm fatatiMalorkhmvtobelBenrKdamjMr, 
£ % tmmn ^ mm ym^ RAmU beriMtm indw BaJanoeSbMt 

dte «i* 1 |iiBoaMr nooivad inadhNuiM** ndd^oald Aenbe ondilad 
lotiwFtaflItaBd LdvAeobaM ofAe antywr. Finaa, awapt Aoaa adiidi Mlow 


tbaOnh CyRaidBid abebUrmi uaiMMl^of ipankHaed peiaoaal aervibanmn). 


aradRAAa Freltaad LotaAcooent AattMoaia orfaveana agaiiiatwbidi 
•ervioa ia w ba raaJaaad bi fbtm. New^wpan or ihapriiwa uaually fiacaiva aobaorip* 


Lidoaa ia adaaaoe fbr yaar. Tba part of aubacripdoa Oat covan oopka to baaiqtplied 
^tba aext yaar ia traalad aa jaooaaa raoaivad la advaaca. 


Antxcrp rtm : Than appaanto baoae aio ep ti oa totha rola thatooly anefa 
caataaahaveyWdedthe lev a au e ciedilad totha PnA andLoaa Account (or tha 
Tmdiiw Aaeont) have to ba ddiitad to Aa Proft aad LoaaAcoooat Tha aacqnioa 
ii Ac loaa AM any have oooaned bat haa not yielded or la atpoeied aot to yield 
nvenae. For eaaaqile, if a fire bu oe co ntd and baa damaped the flrm'a property, 
Aa loaa auet be dAited to Ae Pioftt and Loaa Account to Aa extant it ia not oovaaed 
byfamnaoe. Aloaa, leauttiaf fiontbalUJofaelllnt price bdoar Aaooat orftoa 
tome debta tntntaf bad, moat afanfiaily be debited to Aa Profit and Loaa Accoont If 
Ah ia not dona, Aa profit wBl be ove^atxted. 

A point to note ia tbat a caiafbl dMnctioa mnat be made b etween capital ex- 
peodhareand revanue axpaoditara. 


CapMal IxpanMara: An hern of expanditore that brinp imo exhonoe an aoaat 
oflaaAitvalnaorabanefitofaaeodarini nature or evaluable riAtaia l afcwed to 
aacapitai axpendiinie. In a tenend way, oil aawunla laid out for acqubhif hud, 
buildinii, madibiery, vehhiee, flirnhui e, eto. r apraaent capital ax p an di t ^ It h ao 
becanae nioh aaaeta have aqnn of Hfb wfaiobexteada beyond Ae noconl period of 
eoeenat of a hiilnTii. uddoh ia one year. Bxpeadfinie vAioh incnaaaa Ae profit 
aaiidi ^ r n p a n ll j ttihir hj ^'“*r*** or by radeefaig Aa ooot ia abo treated 

>noapilalemModitnre (if ha benefit ia Ukolytobe xvaflabla over a nambnr ofyean). 
.4|dianei9eaaait aateradaaan aaaatin Ae boeka of eeeonnt nndera a j puM a ant 
ThoooBtofanyadditioaeto aaaati kalae ea n a l de r ad capital a i p en di tu f aao 
langaaftsaoidn AhaeroaoiBiAair eaaftdneaa tothe bpiaeMor Aeir BA. Qfdttl 
aaaalaareaeqpIradbyahntlnaMnot&irraaalebat Arbciaf anvloyadlbr parpoaeof 








lotbe proocM of prediicii« reresue. It my be for irtfimh l m 
buciiwM bi such a conditioa that witi cootma to prodope iaeo m , Ifl ipimliH or 
addiiif tothe vahKoftbe atookaby aoviai them Ihm oimplmtMiMMJwarMe> 
Miainy the eaiatini orsaniutioo tor carry oa aa eeonomic activity. Aoooadmgly an 
expenae os the purdiaae of raw meteriais. fre^t, carlaie, in aBr a nee ; ae. iieoaBi> 
deied revenue expenditure. All adminiatrative expe oa e r vix, rcntait Mlarim, cie ate 
abo revenue expenditure. By the mme criterion, expenaes on repab* to bnikHoi, 
niariiinery, furniture, etc or defending one’s titte to them are revenue etpenaai. f 4 * 


n is important to know the d»tinct*on between capital and revenue oqumHUire,^ 
since a miriake made in such a ctassificatioa of expenditure would Msify the positioa 
disetoeed by the accounts. For example, if an expenae of n revenoe nature is debited 
to some asset account, it would have the effect of heating the proftt. On the other 
hand, if a capital expenditure h charged offu itvenue. the profit to that extent 
would be reduced. In either case, the Baianoe Sheet and the Profit A Loia Account 
diacloae an incorrec! position 


The most important fact to consider in'determining whether an item of expenses 
it of a capital or of a revenue rature is whether, as a result of the expense there his 
been an improvement «n the value of the asset or whethet it has only kept up the 
asset in hs original state. In the second case, it will be a revenue expense. Some- 
timrs, it may even be necessary to apportion the touil amount spent between capital 
and revenue. For example, if the cost of repairs to an asset is heavy, a port of it mf 
have to be capitalised on the astomption that some of it will have had the effimt of 
permanently increasing the life or utility of the assets (capacity or eflkiaaqrh 


On a new compenv being registered, large sums of money have to be spent on 
preliminary expenses underwriting commission, expenses of issue of shares, etc. Such 
expenses do not obviously result in creating a tangible asset. Nevrrthckis, they do 
bring into existence an organisation acceptable to law which is of a permanent value 
for conducting business. Because of this, such an expenditure is trmtted u a capital 
asset which is shown on the assets side of the Bafauoe Shcat. 


There are, however, no hard and fast rule* to distinguish raphal expenditure 
fVom revenue expenditure. Eaeh case must be decided on Ht own merits. An expense 
which in the cate of one concern is a revenne expense- may be treated in another as 
capital expenditure. For example, the oost of a motor v^ide in the case of a dealeef' 
in motor vehicles would be a revenue expenae—purchase of itoGk>te trade—while thd^'. 
same exr^mditure. if incurred by a mill for the nee of its staff, a onld be capital ax* 
penditure. Moreover, an Hem of expense, if iaciimd by a business fwone purpcee 
ffl%y be revenue expenditure but the tame expene, incun^ (or aitother pnrpoae. nmy 
be capHal expendHoiu For example, legal expenses, iffac ni red in oo nn ect l on wHli the 
purchase of a buiMiog. would be capetal e xp en a e but the if Ineanad for the 
recovery of debts, would be revenue. The pnrpoae of an expenee is, thanfore, a 
factor of fondamental importance for detarming Ha imtnra. AO e^peaMt i nc orr ed till 
the point foe asset is rea^ for «m should be added to foe oent of fos emet. Been 



iM^ ttii d#tiw amt IlM^ 

iiiMliDai^ fer Ml. 

aiMMi I rw M SalMoripiiaw bgr itaMhoklm towBcdt Am 

ci|litrior«Aa4aiiy«rfbrpwcbuta« to tobMtufwmooaitdmdby ttoopaptoy 
MCtptolflmiito. By the tame ortorion, eootribwtiott by pMttan or pcopcielon to 
taital of their btotaeieue eeptol nce^pu. Profitsof a budoest cm the Mieofe 
%ed MMt Out Ooee oe toe aek ofgoodahi which h tradee) abo are ceptal neeipea 
einoe iheeearedittiafi>iahabkftofflmtaiieitoeipta,ef., thoMOomeakofnwiobaiH 
dita, teat oo property, fatorest or invetameat profeukaal fee fw aervioet nodered, 
etc. It will be evidm that o^dtal reoeiptt enMaate oat a fend alrea^ held or 
ariw oa coamdoa of aa aieet, whereat revenue reoeh>t Bow ikon pereoiial eiertioB, 
uie of a capital auet or ftmn t^ or traatfer of floatiag anetr 

DeiMved Beveaae ExpeadHaie : SMBetimet, aa item of expeaacB inalBad of beiag 
charpedoffae and when it k tacurred, k debited to aa account tjpdUnaatly headed 
that will iadfcate to true nature, and the bakaoe of the Moooat kwitoea off over the 
period over which the butineM k Uke^ to beocfit thenftom. Btaa^he of tuch 
eipeaiea are prepaid espeatee, tboee uioutred la reepeot of aa 
dkcoant allowed oa eubecriptioae to debeaturee, abaonnal loeeeB euffered in eonee* 
qnenoe of a fire oreome p^tical upheaval, etc. So long aa eadt aa expenw k aot 
written off. it k continued to be abown aa aa auet on the right hand tide of toe 
Baknoe Sheet. It k deecribed u Deibmd Revenue Bipeaditafe to t^nfiy that, 
riiough the expeue k eeaentklly of a revenue nature, it haa not been ckaiied off ainee 
to benefit k likely to arke or effect profit fw a number of yean to ooou. Stndenta 
are referred to page 804 of the textbook No. (Qlbr.exampleaof vaitoua typuof 
Deferred Revenue Expenditure. 


Abueineu houae would Ifiteto oomparethe aakofflie goodawito theooala 
faicaned to make the gooda ready Ibr aale. The latter will jadade the puwhtaa price 
ofsoodBpuiohBaed.ir toeyare aotd te toe aame condition and abo oankie iawBida, 
octroi duty, etc, arid other expenau faMurred apon toe receipt of gooda into the fiiBi*a 
If the firm k a maaufhctortog one, the coat will ind u de the coat of raw 
, wagu and other e xpe n au incurred in the fimtoty. 


There k a very uaefhl purpougained by the couparbon of aake udtotbeooat 
iaoBtred; the oompaikon abowatoe rektiontoip of the two aiace the tnainau haa to 
iacnr otoer expenau akofiir running toe adbeti or for aaka pioaMtton uoafc nr Aar 
ebtaiaing ordm ftoin o n e fem a re ' ato— unl e u tbeau kaariMhaltiBl aneau of toe aale 
price ovu the coot of toe gooda aold, toe baaiaeu wfll not be pcoAtabla Thetntdhig 
acco un t eatahUehu the extent of e^ eacee e . Ibk k kaowa aa grou profit It h 
oat of toe ftou profit thatfiMothu uveaBaeare dadaaiid and toan 


0 ^ net profit 



htMi 


''^ iW ii N wid l ilni«oU<br KfcSJjMB O. thMtiwW lM«i«3wm oT^piMr^ 
ooiptiDfbftiaMi</1b.<OgOOO. Ilkbii^ jra^ilirait H«ttineniM 4Mn»is 
iMyttB^itof ft i i il wd toodutW qilwad. tf tOf«r eeaftfff^joodt ptodmil gw 
w ftecBd of tfao your, the frow profit wtft igcwgw by M». 34.000. 


Thetbovel^pna CM be wt doim la • MtaBot fhea below: 


l4»s : Coetof foodi aohl: Ri. 

MiterMi p o rc lai ed TjXifM 

Lm Stock OB head «t tbe end of itte 20^000 
ywr ^ - 


Wiaae,ele. 

iSntofpcoteetioa 
Lew Stwk of foode (» head 
(1/10 of Ri. ^40.000) 


1,80,000 
601000 

2^,000 

244X10 


Rs. 

3»0O^ 


Xl6fiBO 


GfOHProSt 


M4XXI 


The above cu be preeeated in 


raPiwIiwecfl 

FbIMesweia. 

r»<R«egfMli 


Re. 

. 2,00,000 
ORflOQ 
84.000 

M4.000 


fora, M dwwn bdow: 


SMw 

l^Stedcef: Plniihed Uoooe 
Raw IfaiwUe 


Rk. 

2 M 0 O 

244X10 

3MOOO 


di WW'- wittMt I 

air*' itleaiwr 


tbat if dw.SfBrai iBNapaotor atodtofSoiibadfpQdi 
d,<ba IfataoT fnaiprAwft alwctwaptaReawOl- 
B^ toBoCi. ItawawllMitforaacaraiBlifffeamaa 


.nattHM 

n Off mi 




$ ' 


nh t lifttiwiTwd Oariqi Stodc> 


k i i iajw l iMoiaw^r MiteMMl iMer mlittfiy. tht 
eotl «t 1b* foadi to J w m aM afaevld ba eradbadto tte •flidlt AaeMBt aad 
MlMto fcqil aai tom Aoooant Hdi win wtMiBib tbe ooixcot mte ot 
pM Vnil aadUb Aow tt* ml araw«r4e^ae bi «ht oel pcoOt 


It wtt b* alMwrved dMtt dw ocMMtraodoa of Tradiog Afloonat nqnim adjoitiiMat 
.tftbewilveoffllMifltBlodcbidMboofciofaeeoatt. Thb it done debitbif Stock 
Afloooat wMb Ae vibMof dodng tto^ and cmUtb^the anonatto theTndiaf 
AcooMt Sachaa x CtiM a at ii, anally, madeaftw tha ooneotoeea ofdwbooka 
of aooooBtlMM been aaoertaiaed by dnwiag op a trial balance and the value of riortig 
•todc baa been oooiNilid. Onthii aooount, the oloeint etock flfumis written in 
bookeonly after dw Trial Briaaoeboe been prqiNued. 


It worid be evident that nbjeot to then being no phyekal loee of goodi, the 
qnaatl^ of doebii etock ehall awaye be equal to die qnuitity of opening etookphia 
poidiaoealeaBtfaatoraalee. Tbe prooeea of valuation of eloa^ etock thne bivotvee 
nwiely a reconciliation of the afonmen tl ooed qnan dtke of atoek with thoae of the 
rin«ng Mode by determininf the amoan of phyikal knee* or gaina, if any. The 
naiket value of doaingBtodcalao nay not be the lame atvdiich it waa pnrehaeed 
due to diaage In prioea. The effect tbaned; if nnlkvonrableb mnat be provided for. 
Aaeadi. diedodag etodc h valued at die coator market price vdiidievcr h lowrr. 
Tbia practiod ia uaivenafly followed. It ensone that paofita are iaducltd in acoouaie 
only if Nahied bat kneae wheat a n ti ci pa ted, an provided for. 

ThabduoeortheTndingAoooaiit i tp n wali (be grom pnflt or kw eat tnd* 
km. It h only foe emoimt by whidi aalea exceed die ooet of gooda aold, 
dkect aapenaai inenmd in connaedon with the ptndiaie of gooda. 


Caarq^Stfae: Itiifoecoetofgoodtaoidordieprioeat whMi gooda woold be 
aoldtonooveroalyanamoaHteqBBitotbdrcoet Tbe manner fo vfoidi it la odenk 


eted ia llteettatad below; 

Ra. 

Rl. 

Opeidag Stodc 

7IMI00 

20^000 

ildl: OttibigB Inwnrd 

5,000 

TSiOOO* 



95,000 

Leaf: Claaiaa Stodi 


19/100 

Oaat of gooda add 


TiROe 



eoMcutodinmBilbr^ffeKatpMffe. Tbli ft aisMiated oa tbe IimJi «r 

fbcatabir: 


A BMOuifiHtncer has the foliowing record of purchases ofacesM 

leaser which he 

Bses edrile mannfoctiiriag radio sets; 

Date 

Qnaathy 

Mee per unit/ 


uaiti 

Ra. " 

DecL 4 

900 

5M 

10 

400 

5.50 

11 

300 

5J0 

19 

200 

6.00 

28 

800 

4.75 

Total 

2,600 


Issues woe made as followf: 

Dec. 5 

600 


12 

400 


29 

600 


Total 

1,600 


The different bases for valuation of closing stock in the qncstkn 

concerned can 

be the fbllowing: 

(i) Ftfo (Ftnt In first oitf) basis : 

The actual issue of goods is usually the 


wiliest lot on band. The itock of goods on l-atd, therefore, conskts of the latest 
coosigninenta: the dosing stock is valued at the price paid for sadi oons^Brntats. 

In the question under discosskm the closing stodc is 1,C00 units and would 
consist of. 


800 vnltB received on 28th December; and 
200 tmlts received on 19th December 
The vatne therefore is 800 units 9 R*. 4.7S 
200 imits O Rs. 6.00 

Total 5,000 


(S) Ufo (iMst hr fint cstf) terii: Tbooib aetnal istoca aie made oat of the 
anrliost lot on hand to prevent nanecessaiy dsteriotatioo httpattir, itis s nai s ttmii i 
assoaed ttatthaiasaetobevahwdaecondiaf to thepika paridlw thelaled ooaa> 


Ra. k 
3,800 
1,200 




fe^AiaaMofdtlails of iMne.tlM price paid for the eaiBitt oomigMMiHe imeed 
for eehriag cloA« Meek. In the qoMte giw alwve the price ofthe eulieMoone* 
%«■**■*» (900 onini) b Kt. S per nab end font of the neat conriinnient (dOOnabi) 
{• Be. S.S0 per nnit The yalaeof IjOOOnnittofdouBf itodcoa fobhedeironldbe: 

Be. 

900aaitt« RfcS.00 4^ 

100 mbs • RI.SJ0 5S0 

5^030 


Bat tf the detaib of the imies ere eveihbie, ei they an in thb qaeMioa, the 
P^H taikr o nn e tenm e n te not vet aih e nitf id should he aecertained and the relevant prfaei 
shonid be need for Mluinf the ModL In foil queMioa the co mi gn in e n ti not jfntfUbr 
and foe quantbiet concerned togeOm wifo vahw an given bdow: 


IMe 

Qnantiqr 

Quantity 

(Datee) 

Quantity 

Bate 

Amount 


Received 

iMued 


Millinitock 







on 31*12 

Bi. 

Ra. 

Dea 4 

900 

600 

5/12 

300 

5M 

1300 

10 

400 

100 

12/12 

300 

330 

1,630 

11 

300 

300 

12/13 

— 

— 

— ' 

19 

200 

— 


200 

630 

1300 

28 

800 

600 

29/12 

200 

4.75 

950 


2.600 

1,600 


1,000 


5300 

Thevolaeoftliedoitaf etodc in fobbBi. 

3^300. 


1 


(UOidwnvrMw: Avenge price mey be Maqile (aO foe prioeadded iCBMher 
and then divided by foe noafoer of piieee). The oioeiog ifocfc ii then vahnd aoeotdhBB 
to foe price Ohm eeeertaiaed. Hw ehapk avenge in foie qaeetioBil^— 


5d»+5.50+5.50+«d»+4.75 _ 
- 5-- 


26.73 


-Be. 3J3 


l/XN) naiti vnfaied at Re. 5.33 wodd be A430i 

However, foe proper nnfood for eabnlafoig average b font which folne qaaati* 
tbedMintoaoooaatneoorfoagtofoenNfoodoriveiQpbMf Mimwe wUdi in fob qaaa* 
foa thn foe ndae of Re. 5,133 u ehown below: 
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‘(QfUmUljf ' 

Ran 

' 'TUfw'MT 

900 

5.00 


<00 

5L50 

2300 

IPO 

5.50 

1350 

200 ' 

&Q0 * 

1300 

100 ' 

4.75 

J300 


■1Mil2,600 Tom 13350 

lU. 13,350 divMMi by 2300 fhm It. 5.135 

Tbe nbM of tbe dotinf itodt of 1,000 vakt wotdd, HMnlbn, be Iti. '5il35. 

It ^ooW be noted tbtt if • stock Mprii amntsined, moidinc l e c ^pii end 
iisiiie defly. tbe eveiife would be different; e new evetege rate would be cahaJeted 

OB receWm a fresh coniigi m ent 

Or) Ah* SlMdk IferM: Sinoe k is SHcalial to satiy a ecsma atniaMiu 4MBtity 
^Kookof BtataeWs in order to carry ob p rodactioB. tbe i waH B M Bt favsKad in, 
•Mb ndninnifli stacks is sooMCfaM* trsatsd Os tbatOB flasdasHls, Lehykii skown 
iBthebakSNSsbestat the ociikm oak. This lasthod wicn i HlM S , Oitiths esln* 
out OB the mbiinHim stock <»tiBally aoqafrcd (though k may have been used np end 
MlaeedbyliiMbsiviiilei^iscqnaltotbeHBOiit origlindly spent; if the actualstoek 
{nband exceeds tbemUBiBm flgore, theexcen kwdaed aceordinf toone ofthe 
n wrtwwfa .m. tm or (BD. aentlOBed above. 

Stack Tekint: Normally aO opentiaBs are se^MBded on the last one or two 
doya of kie friaaeisl year and a physkal bneatory is taksB of everything in the godown 
ortkestoi*. Later, a valae k pot oi each item. The priadpleor looet of market 
priss whiobever k lower* k applM eMier for tbe iaventaiy as a whole or Hem by hem. 

(tock taking ocmaot be carried out on the chishig day; k k carried 
oBt a frw days ktar or soaiaChBH even a fow days earlier. la snefa a case, the aetaal 
antae of the slodc twist be so adjusted as to rekte it to the cad of the year coBoe m ed. 
Fordeii«aobkw81bsaooessary totake into aooount tbe goods dad have come in 
(pnrriiaett and saks retoai) and those that have goBs oat (sabs and p ord iase retams) 
dakiHthaiiltrtkIbatweaafbe dose of the year and tbe date of actual slaek«dciag. 
liMthsr. the MUeaimeiitor^ foods mast be OB the bask of cost Sqrpeae a iras, that 
olONsksbooksoaSlstDsesmbst.oarikd eotlhe stocUatea lbs71b laaaoryaeKt 
year and aetaal stock was of tbs cost ofKa. 78,500; durkf fos period Jaaparyl to 
ternary 7 potehatas were Rs. 15300 bad saks Ks. 2S30(L the naok op beiat 25%. 00 
cost. The stock on 3Ist December would be Rs. I3300> as shown below: 

Ra. 

71300 
13300 


Stodk as aaeectainsd on JanoHyT 

Lew tPurduMss daring foe period Jsa. I to 7 


<3300 



I 


tl 

25,008x- 

‘ 125 


20^ 

13.200 


W i ImHh : From tbe foflowing psitkakn ucertain the value of ttock as oa 
Slit llKcii. 1978 aad also the pct^t for the year: 


Stock «loal*4-1977 
PorcbosM 

Manuhetarisf Expetaa 
SsUkig BapeMM 

CharfM 

FinaiKiai Cliaifn 
Sdei 


Rs. 

14.250 

76.250 
IS.QOO 
4.090 
3M0 
2450 

143300 


At the thae of vahdnt the itoA as on 31tt March, 1977 a na of Ra. 1,750 was 
writlCB off M A poitkukr heal, which was originally poRhosed for Rs. 5,000 and was 
sold doriaf the year for RS.4.S00. Barringthe traaiaction relatint Reai,the 
gross praflt earoed during the year was 20 per oeat oa sales. 


StateanartefStoAiatrais as ea 31ft Mhnh, 1971 



Ra. 

Rs. 

Stock as OB 3lit Maidi, 1977 

14450 


Less: Book vatae of abrnmnai 
stock (Rs. 5,000-1,750) 

3,250 

11400 

Add: Purchases 


76450 

Mannbcturing expemei 


15400 

Lass: Cost of Saks: 


148450 

Saks: as per bodes 

144300 


Leas: Saks of aboorW ten 

4,500 


Leak: Oioas Praflt 9 20% 

140400 

24400 

96400 

SH* hi trade as oa 31st hiuch 1971 

r 

\ 


6450 


Mm*#. 



U - 
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Net Profit earned darfai 1978 : 


- "tBK 


Gfxwi Profit on Nonna! Saka 

Add: Profit on abnormal item: 




Sale Value 

<500 



Leae: Book value on Slat Match, 1977 

3050 

iO50 

Tot 

Lera: Overhead Eapenaee : 


25OS0 


Sdling Expenaea 

<090 



Administfiitive Expenaea 

3,000 


kac 

Financial Cbaiyea 

2,150 

11,200 

on 

Net Profit 


1<Q50 


nci 

fait 

put 

rtK 

ial 


i 

Mii 

Foe 

(p«l 

«hI 

FW 

OlOli 

ytut 

Jam 

coat 


IBMtntiMi : Head Office teadi fooda to Bmadi d 20% pnflt cm coat, ftetefat 
and datka amooutiiic to 10% on fairoioe value befa^ paid by »«««* Oi—*4. ^ 

20% OF. <m teUinl prieei. 

TheBnuKhbookaare doaedoa3M2-79but(todcwu takcoon 10-l*8a The 

prioeforitodcwaiairaedtobetiie coattohead offioetobe fawnaaed by aotnaln- 
paaaea inclined by die Bnaaeh lata Ra. 6^000. Stodc oo HVl-SO Od Bnnoh coat) 
nted to Rt. 64,600. Ra.6XX)0 atock (omm value) waa leodvedfirom Head offi rr 
after 31-12-79 bid before 10-1-80. Sake in thia period amounted to Ra. 10^000. 

Aacertain the aelHng prioe of atodc aa on 31-12-79,.a|ieed to with the bayen. 

StmauMBt ef VdMdiea ^ SteA aa an Slat Dee., 79 


Ra. Kf, 

Stock on 10th Jan. 1980 

Uu Stock received after 31at Dec., 1979 

Invoice value 6,000 

EqiaBaaaO10% 600 6^600 

S8J00 

/44dOoct of foodt aoU aftn Slat DeCn 1979 

Saka 10,000 

Im Mark up 2,000 f/ffO 

66,000 

Lear Profttindnded in Brandi Stock* 10,000 


S6^ 

6^000 

soyooo 


Afreed aUowaace 



cpit Id s.a 

1^11^ tavoidDf 


bDotepriOD 


muKtCMit 


9m. 

. too 
20 - 

t20 

12 

132 


UflfMflMd profit ia Bmoh Coot k 2C/132 

Hienfbreb —rooBood pn^ in otook oi Ro 66^000 k lu. 10,000. 

AetmmtiMt PthdifUi for th» Vahatlm tf birmttirk *; 

Tlw oMOt lonendly oooepted oeootiittins prindple for vohiotioa of mTCotocp 
k that k dwidd bo lalned at oost or moflcet prke whiohovtr k lower. Themnakp 
of coot k tho ca p ea d ter e incurred in brinfing tite. inventory to the p kAf end die 
oonditioa ia wliidi the goode oonoemed me to be told. ^Market price* nonnally 
meane net realisable value taw materkk and ehkf stores. The prindpk flow from the 
acooBDting prhic^ of conservatkm under whidt losses, icsuJtntg from traasactions 
altendy entered hko or events that have already occurred have to be recofnked whereas 
anticipated prr^ from such tfansaedrms cannot be recongnked till the profits are reali¬ 
sed. The ividioation ofthk principle has not been easy and the question has been 
eaamhied by the International Aocoanting Standards Committee which has issued ki 
standard in thk respect ^iplioabie from the Ist January, 1976. However, the Institute 
of Chartered Aoooimtants of Indk hu issued AS>2 Valuation of Inventories. 

Before yn dkenm the standards kid down by the lASC, it is wcndiwhik to 
recog n ise the ftet at least in two cases the prindirie of inventory, including worlc-in- 
progrees. being valued at lower of cost or matto price has not been followed for 
long. In regard to the work-in-progres s in contracts taking a long time for oomple- 
tion, it k accepted that certified work-in-progress should be valued at cost phis a 
share of profit that the contract account may show till date ; oonrie, it k 
not valued above the value put on it by tiie contractee. Abo, it has been a tradition 
with plaatstions to value their inventories at the net realiiaUe value rather than 
at cost 

The term cost has to be conaidefed ia two respects'•u regards the methodof- 
imne and as tegseds die demen t s of cost invtdved. The AISC whidi eiamined the 
qnsstion ftoni the point of historical cost stated that the undermentioned met ho ds are 
jkoamatuse gsoerafly: 

M FiMt in int out (FIFO) 

(U Weiikled average cost 



(d) ' 

^^KdfeldesittatfiM 
(0 )^{nfim««t (KlPO} 
Ua Utnt pQfdhaie price 



The lateraetiMwl Accountiiig Stattdude Comirrittee ncpjaiftpd-diM in eiee 
titodwerepitrdiMed for« perticuier tnumctka or oontfMt, ^ iPventoiy'ia U^.< 
respect should be valued on tlie basif of the ^ec^ cost incurred to acquire the; 
inventory otherwise the fA5iC is in favour of using the FirM In First Out method 
we^hted average cost method. If a firm wUiea to use the last in ^ out 
LIFO method and the FIFO or the wei^ited average method. Similar is the reccoh 
mendation if inventory is to be valued on standard cost bask The use of other 
methods it not permitted by the lASC. 


As ref ardt the elements of cost there can be different aietgned to 

cost. As is known, the elements of cost are. betidet direct materiaJ, direct Inbour 
and variable production overheads. 

(a) Fixed Prod uction Overheads 

(b) Administrative Overheads 

(c Sellini and Distributioa Overheads 

(d) Interest 

In actual practice, the meaning assigned to the term coat, for the purpoee of 
valuing the inventory, hat differed widcl) from firm to firm. Some firms deduct firom 
the selling price the margin of profit and selling expenses; tome dedaot only the 
margin of profit; some treat the cost to comprise direct materials, dhect labour and all 
production overheads ; there are some firms which include admmistntive expenses 
also, la this re ga rd , the consensus of opinion is to exdode tiw n Jmi nI s l iaU ve over- 
h eed* ; this has been the position taken up by the Institute of Chartered Aocon n ta n te 
of India for long through the Cost Accounting Rules issued b^ tbs Oovemment of 
Indb seems to imply that admmbtrative expenses are part^of the boet ofproduction. 

The latemational Aoeouating Standards Committee has bid down the following: 

"Hw historical cost of manufactured mventories should indode i systematic 
allocation ofthoN prodoctioa overhead costs that rdate to putting foa in venteriea / 
in theh- present location and condition. Allocmion of fixed prodnetion overiMKl 
to the costs of oonvenion should be based rn the capacity of tbelMlitiea. If fixed 
induction overhead hat been eatiiely or sBbstantially eadadad tnm tte vahmtioa 
of ioveaieries on the ground that It does not directly relBte to ptttth^ the h vuatot he 
in fodr i^rcsent locatkm and condition, that foot dwald bodbckied^tlbm 21). 

This would have the advantage ot lepantiag the dEsete of abnonaal Mleneie 
or e flb ct i vene m and would also reoogniae the fimt that piodndiM iMffltlei, givigg 
riae to fixed production overheads ere neoesiaty for eimyhig op pioducdad and, 
therefore, tuA oveihende are ahokgitfaaately patt of the coat of p roifaiBtkM. 
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Hw qoertioB of valniiig the woik-b-progreti and materials and stores in 
also has besa <a a mined by the IA8C. Though the prine^le of cost or net reaBaable 
value wfaicfaeverblom applies, the question has to be really examined from the 
point of ultimate lealisatioo For example, it is possible that the replacement price of 
Mterials has fltllen below cost but the price of finahed poods stiU remains high 
e^ouib to cover the oost of raw materials along with other expenses. In a 
it would be quite proper to value the stocks of materials and stores at cost 
and not at the market price which is lowm. Similarly, in case of work-in-progress, 
the expoises still to be incurred have to be added to the cost already incurred and 
this has to be compared with the ultimate selling price. 

In i^yiaf the principle of lower of cost or net realisable value, the lASC has 
stated that, instead ofoonsidermg each product or material, whose classes of products 
and materials should be considered. 

Prat and Lees Ae cenat 


Into this account die amount of gross profit or loss is brought down firmn the 
Trading Account. It is Airther credited with hems of incosne or gain, such as dis¬ 
counts received, rents, income from investments etc, which have been earned during 
the period. Correspondingly, the account is debited with expoises relating to sales 
and distribution of goods as well as expenses relating to the administration of busi¬ 
ness. Also, lost because of destruction of Stock (cost lets amount recovered, if any, 
from insurers) is driiited. The balance of the account represents the net profit or 
lots of the accounting period. It is carried down to the Appropriation Account 

ll lastrati ea: Kohli set up a business as stationery merchant with a capital 
of Rs. 25,000. During the first six mmitht bis transactions, in summary, ate as 
'bllows;— 



Rs. 

Porriiases of Stationary 

30,000 

Furniture A Fittings Purchased 

2,000 

Sates 

40,000 

Rent 

3,000 

Salary A other expenses 

2,400 

Withdrawn for domestic expenses 

3,000 

The above transactions are all for cash. 

He still owns Rs. 2,000 for stationery 


Huchased and stock of stationery on hand at the end of six months it Rt. 5,000. 

State how much Kohli earned daring the period. What is his capital at the 
end of six months 7 What are the assets 7 







tSe six moafSs : 

Sm. 

Us. 

Satm • 

LtssiCoU cfSaiea^ 


so,ooo 

PUrehaie ofStathony 

Paid for 

sajBOo 

c 

Not yet paid for 

2,000 


Less: Ciotk^StoA 

- 32,000 

5,000 

27,000 

Oron Profit 

• 

13.000 

Less : Salary Sc, other expemes 

2.400 

Rent 

3.000 

5,400 

Profit during the period 


7,600 

Oapital at the end of fix mootba : 

Caidtal Introduced 

25.000 


Adi : Profit daring the period 

7.000 



32,600 


Less : Drawinga 

3.000 

29,600 

' Vahie ef assets at theeadt^six meatks: 




Rs. 

Rs. 

Ouh-in*hand* 

24.600 


Fanitnn A Fittinga 

2,000 


Stodc-in'tinde 

5,000 

31,600 

iMT : Doe to cnditora 

— 

2,000 

Net Worth or Net Aarota or Capital 


29.600 

•CaahRoMMi: 


« 

OwMif hfirafiMatf— 

25,000 


Sale 

4(M»0 

65,000 

Faymanta: 


-a._ 

tnimiw 

30,000 


Ftonltan A ntiaga 

2,000 


Rent 

S.O00 


Solaiy ni efiMff avaMw 

2,400 


Daawlnta 

3,000 

4(MOO 


TAjSOa 



■ < 1^1 




priMipieor aocoastiaglt that the period to 

E j I'MlB ii aaa My laccweMHiCTpeiiditurtp tHia Aotddte co^xtemive with the 
!■'«* miAmK, m such before Final Aocoiinla are dmwa op, it matt be enstn^ 
^ ^ ddch require adUnitmeiit on diht o om i def a ti o n tove bera adjasted, 

l^pWnim rareaqieQMf aooiiedruw* iDctBdmtiw HiiB outalanding and excln- 
r^teA'» w owm of whiefa extencb beyoud rae year to account as well as the 
ceae iw^’~»d n ittab.a. The entries that wBt have to be passed for adjusting vari- 
aooooata of Mcnae add aip wi illlui i are si( 0 «.u T — 


(I) Expenae accrahd aad aecnriag e.g.. Reat, laHwil. Local Taxes, Wage etc. 

A ppjo p r hda Ifwpw Acoount Dr. 

To Btpeasei Aoomed Account 

(a) Income accrued and accruing. e.g., Interest as Oovemment l^oans, Disoonnts 
on BiBs nroAasional fees, Rmts and PteariiiM oa (eases, etc., Interest/Fees 
etc., Aocminf Account. Dr. 

To A p p r o p ri s te Income Account 

Voles: (1) Tlie term “accrued'* signifies that an anoual has baea incurred as expense 
(or earned as moome. the due date paynsnt af vUdi fldb ia the neat 
trading period. If the due date of payment oecan ia the accounting period 
the terai used dionld be “outstanding" or “aoorasd and due." 

(2) The expression ‘aocmed and accruing* signifies, itaais wliioh thongh not doe 
for payment but pertain to the pmod of account, a provisioa for whiefa 
has bM made, c^verse is the position so far as items of income are 
cimcemed. 

(3) Carrying forward hMome reoeieed in advance, e.f>, snbecriptimM in die 
case of a dub or fisei ia case of a ptofeaskraal man. 

A pp wyr fa te iBoome Acaoaat Dr. 

To Inoome Keoeived in Advance Account 

(4) Carrying forward of payments made in advance, e.g.. Telqihone Rent, 

Intaianoe, etc., amounts whereof stand debited to an expnises account. 
'Expenses Prepaid Acoount Dr. 

To Appropriate Expenses Acoount 

(5) Adjustment of stodi of materials in hand, e.g., SlatioiHry, AdveitiMMat 
Msterials, Manufacturing Stores, eto., the cost whereof already hat bMB 
debited to expenae sooounts. 

Stodc of Materials Dr. 

To Appropriate Expenae Acoount 

JVoSer: Nrot yror in the beginning, entrise Noe <0 to (S) will be revm^ 
(A PTOrijiro ibr AM WDoaMdlMisr: WiMl It bftared that tome of die 
earounts doe from ouatomers will not he ooDeetod it b prodsot to reeogdae 
^expectedkMtby nducfait the ouneot profit and pledogdie 
emoont to credit of a sp^ amopd oaOed 'TroiMon fbr Bad and Doubt- 
frd Debts Acoount**. The entry b: 

Profit a|M Loss Afloouat, Dr. 

To P rov bi on fiar Bad and Doubtfld Debts Acoount 
AsuetTho aror ia Bts of diecwlonMre c oooeeaedarenotrifectedattf the emoom 
'b eeteany iiritiro off fix efifieh the enby b; 


) 
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Bad Debti Moomai Dr. 

To Caitoaer*t AaoouBt 

Bad Debts wbeo wfiHeo off an dd)itad to the proviiioo to this rMpeot where tueh 
a provision eiciits or dinody to the Profit ft Loss A/c the cmfit being, 

given (nUitnaldy) to the dditor’s aocount If. on the other hand, a provitkm is lectaited. 
to be created, the amonot of provision k also ddtited to the Profit ft Loss AoooiaiitA 
When an examination problem requires that certain bad debts should be w ri tten c^ 
and a provWon for doubtftil debts made, the ammmt of bad debts to be wr i tten off 
should be first detoted against the exkttog balance of the provkdn and die tesiddiig 
baknoe to the account afterwards should be raked to the req ui red flgnn. The method 
k illustrated below: 

Un str a He n : On 1st Jan 1970, Provkioo for Doobtftd Debts existed at Rs. 400. 
Debton on 31-12-70 were Rs. 13,000; bad debts totalled Rs. 1,000. It k required to 
serils off the bad ddrts and create a provision equal to 5% of the debtor’s bafamoes. 
Shear how yon would oonqwte the amount debi t a bb to dm Profit ft Loss Acoount 


Opening Provision 
Debts svritten off 


Rs. 

400 

IMO 


Balance (~)600 

Provision required (3% of Rs. 14,000) 700 

Additional amount required by d^ to the Profit ft Loss Aocount 1,300 

The account will appear as foOows: 

PtvtWqb DmMMI Pif b f t AccovbI 


1970 

Dec. 31 to Bod Debts A/c 
„ To Batanoe c/d. 
(required) 


Rs. 1970 

1,000 Jan. 1 By Balance b/d. 

700 Dw:. 31 ByProArft 

Loss A/c (batonring 
figure) 


Re. 

400 


1,300 


1,700 1.700 

- 1970 - 

Jan. 1 By Baknoe b/d TOC. ’ 

(7) Prmrttkmfor DIteomt : It k simiktly orcnted but the amount required will 
be catouleted after ded n o tto g die Provkion for Bed Deble from the total v 
debtors. 

(B) faattMhmfor DtfntiaHoa : It k made either by debittof Depredation Ace- 
ontt and cradhtog did asset acoount oonoemed end afterwards dosing of die 
Dspiccintion Account by tiunsfer to the Profit snd Loss Acooutt or by dhe- 
cUy debhtog the Pn^ ft Loss Account and credMng the asset account and 
expktoing the nature of adjustment by irrnriftog u detailed narrsttoo to 
the joumaL More a p propr k teiy, the Profit ft Loss Asoonnt or, irtt. dm 
‘Dspiecktloo Aoooti^ fflay bedddted and Prov ki on ftir Dsp w ch tio n 
Aoeoo n teredi t ed by the amount Mammal d^rsetodon. 



11 


(P) <Mitf AwMnw : WlMoeverlt k apeoledtiHita hMatbeameoatorwhiofa 
liadtflRti^iiilloonir.tfiepnqwroomeiitocmteaproviskmfbrineetr 
Ilf loM .tf when it oooun. Thii weald be tfie ease, for example if 
'ooaip wi af ti iy haa to be paid for late delivery of fooda. The entry ia ta 
ddik the Prl^ and Loai Account and credit an account auHaUly named. 

AO aooomta abowini proviaions made appear in the Balance Sheet bnt it diould 
'enotedthat: 

(i) the provitioa for Bad and Doubtfbl Debta and the Provieioa for Diioount 
on IMtora are dednetod from the total of book debta; and 

(ii) die provhion for Dqmdation ia deducted from the cost of the aaseta con- 
cented. 

(10) Tranafera, invohinc correction of errors, are made by deUts or credit to 
the acoocaits affected, the corre ap o n dlag effect beint recorded either in a 
Suspense Account or some other account (see Study Paper 1). 

Ttansfbn in reqieot of qiecial char^ to the Profit and Lost Account, e^., part¬ 
ners* salaries, in terest, etc; and in respect of appropriation of profits are record by 
debit to the Profit A Loes Acooimt a^ credit to the partus concerned. 

While making adjustments: it is important to fcznember that every entry has a 
two fold aspect, debit and credit For example, if an adjustment is reqniicd to be made 
on account of prepaid insurance charges, the Insniance Charges Acoonnt would be 
credited and, to oomidete the doable entry. Prepaid Expenses Account debited with 
the same amount The last mentioned batacm would be included on the debit side of 
the Trial Balance. 

Students should, as a matter of course, record on the rough working sheets 
adjustments in reepect of various items stated in a question and then inoorporato their 
effect in die Trial Balance, before proceeding to draw up the Final Aooounta. 

Apprapriatlan Aecannt: In this account in addition to the balance bron^t for¬ 
ward frm the previous period, the balance of the Profit and Loas Aooount is abo 
brought in, whether it is in deMt or credit Appropcintioa of juofits vdiidi may take 
the form of transfer to reserves, intmest on oapitat salaries of partners or for payment 
, of dividends in case of a company, are shown herein. In the case of a proprietor or a 
) poitnership. no unappro|Miated halanoe is usually left at end of the year. But in the 
case of a cmnpaay, there b always some babtioe brought down ftom the prev l o u a year, 
and carried forward to the fcDowing year. 

4 - 

Acoounts of c om p ani es in tbe-past weso not usually prepared in the 
described ibove; tiiey did not contain foil infonnntioo aa reganb dwir working, ao 
as not to ghreawny secrets to their oompstfion. Sinoe snefi a pmedoe. h an di c ap ped 
shareholden in axerebing an effeodve oontred on the workhig of oompaato, prov bl ons 
have bemi iaeinded in Part HofScbednle VI to^ Compnnbs Act, whtt mn fcnb 
obBgatory.csi c omp ao k a to dbekwaonlBitt i m pott ao t itesns of fai eenmand e ap and but o. 
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V . - - -r ■ ' 

1b noMtt apart'Avnitltii legd besqMldoii tiwre ^abolMa beaai a ipdbMBa taa^ 

wcy among oomfiaaMi* iu«i^ aa oalli^teaed maaagaamBt, to (tatakih' gniMier dataila, 
at to tbtir wodciag, wMt p vkw to tulvarUtiBf Aair ooatrftiifitioB to eoooomy of 
Iha country aa aa Aa baaafit afforded to the wodham 


In Ikrt II ofSdMdde. VI form in which 
drawn up baa not ba« praanfbad, only the puifcadwif 
ditura, that amat bo tftaloaad, have tsamapedSed. Min 
cat in one acoouBt, wb0a otiian pcapiiie a 
Afloount 


ALom Acoonat ahooldba 
hmM Aoomaand 

ttabr balao'^ 
Inn Appropt iati oa 


Evan thoiNh it it not oUigatory for a prapriator or a partnardi^ to draw iq> ita 
Final Aocounta in the orthodoa form daacribad hare in beft>^ they afaoutd do to, to 
diat their fiforee of profit or hwa aayheaaore iafonnativa aadnmy dtadeoa varioua 
Uemt income and ezpanditnre wbiA have oontrlbidad dwreto, rlaiiiflfil mder 
aignificaot handa. Tndint reanha, whan ao agdiiMtad, can alao be compared with t h'wtt 
of other coneerna, vdiidi would not be pcaotieible» when all the Hama of Iiwvmw mmi 
expenditure have been included in a tingle nocount 

Balance Shaat: It is a daatified anannary of die balanoea remaiBiog open hi 
Oeneral Led^> after all the inoome and e xp ead itBre acoonnta have been eloaad dBT 1^ 
traoafer to the Profit and Loai Account. It thowi leadily the financial poaitioa of the 
buainesiatagiveadatebydiaoiotingthe amount of capital contributed and bow the 
tame haa been invested and the values of assets and liahilitiea of butfawaa are shown 
left'hand side and assets and the other deUt bala noe a are shown on the right-hand 
side. Although no statutory form has been prescribed in sriuch a Sheet 

should be prepared, except in the case of companies, there is a cmiveotioo in the 
matter of marshalling of assets and liabilities in the Balance Sheet It Js that they may 
be set out (a) in the order of their liquidity, or (b) in the order of paimaaessoa. The 
order <rf permanence so fisr as assets are concerned requires that these be 
in the order: (1) fixed assets : (2) fioatiag or current assets; and (3) fletitioua asmts. 
So fhr as IkbUities are o oncemed, the order usually adopted is (1) proprietor’s int f i t it, 
oensistuig of capital, reserves as undistriboted pco^ (2) long-term loans such a Deben¬ 
tures, a distinction being made between thoee secured and those nnseourad; and 
(3) provMon and current liabilities. The modern practice is to give the general hwulingi 
’’Chpital end LhUUties” and “Aseets” on the of the two sides to a Sheet 

and fbxthH to arrange both the assets and HabiUtica under aigBiflcant haaillun eo as to 
facilitate tl^ comparisem. 

Notes : (I) The style, in which the final acoouats an heeded, may be noted. The 

Trading and Profit ft Lose Account is alinqw for the year ended.. 

but the the Balanoe Sheet is as at.or as on..ocas of. 

12) A relbnnoe should be made to the Third Schedule to the 
Banldiic Kegula ti oo Act and also to Put 1 of Schedule VI to 
the C o mpaatee Act to note' file grorqi hnndiiy p rase rib e d 
iB the CMC oftheBdBMe Sheet of n bnak Md Otow In the 





takaoe -hnnu. 

Sn i mu akmM wtHt t ktm ^ tktfatbmbtg U b u tratiem ghtm vmv «f fnkttet 
mrnmMrfmtUkt •* utmina iiitommtf tkt a ttm m u fCHUriiitd bim Wal 
0Ki iifiivMnh fffftKfm tkf rhiti linriimi't. 


no ftOowlai ie dw Tdel Bala 

nee of Aon lift December 1970: 



Dr. 

Ct. 


Ra. 

Ra. 

PnNhaeea 

is/no 


Dehtora 

30^ 


fatereat earned 


400 

Uariae 

3^ 


Sake 


32,100 

pBfchaaen Raiana 



Wapee 



Beat 

1,900 


Mae Rama 

VM 


Bad Daibta written off 

700 


GreAlon 


12.000 

Chphal 


104)00 

DeawiittP 

%400 


Proviaion fbr Bad Debta 


ooo 

Printing ft SiBdonery 

000 


Inturanca 

1,200 


Opening Stode 

54)00 


(Mfa»Bxpenaet 

1,200 


Pinmltaie ft Flttingi 

24)00 


Proviaion for Depredation 

* 

300 


Total S5300 

55.800 


Preptra a lYadiof ud Profit ft Lot* Aoooant fbr the jtcar ended Deoeniber 
31.1970 and aho die Balance SBieet at on diat 'date after maridnt die roUoniqf 
adioBtinenlB: 


(a) Depredate Pomitiire ft nttin|i bf 10% on oriiiaal ooit 

(b) Make a provWon for Doiditftd Dditi eqoal to of DddociL 

(e) Salarhi far the m ont h of Decendier amoiiatini to Ri; 300 were onpaid 
whkh nmet be proeided far. The halaiice in dm aceon nt fadodee Re. 300 
paid inad^uioe. ^ 

(d) k—acaace ii prepaid to Ae eiatetd of Re. 300. 
i/H Pravide Re. 100 for oflioe eapeaeee. 

|f> 8loek«dnedatlUdOO waepotbspAto.Uipenonal aee,.theeoBtofiAldi 


ID CTeeliii fitoek wna ealned at Re>djDd0. 

na 







» 


— 


rani PlroBtft Lees Aeee—tef*A» fcr ffie pee 

W Mill 




Oeeenier Jl. IPTf 




Rs. Rs. 


Rs. 

ToOpeniag Stodt 


5,000 By Ssfcs (Net) 


31,100 . 

„ Purcl»M(Net) 

14f300 M Cloeiiii Stock 


djOOO 

Ussi Goods and 





by Proprietor 


600 13.900 



'« Were 


2,000 



Oroee Profit p/d 


16,200 





37,100 


37,100 

To Sekriee 


3,100 By Gross Profit b/d 


16,200 

„ Office Eipcaeee 


2,000 „ Interest 


400 

„ Rent 


1,500 



Imoniioe 


1,000 



„ Printiiic ft StetioiMsy 

800 



Proviikm Bed Debts 

1,100 



„ Depreeiatioa 


200 



„ Net Profit 


6,900 





16,600 


16,600 

1 

Usoee 

SheeCaf*A*aseaDecenher31, 1970 



JUoMUrtex 

Rr. 

Rr. Aistu 

Rs 

Rs, 

Ckpital A/c 


Famitureft Fittinfs 

2,000 


Opoiiiig Belaace 

10,000 

Less: Depreciation 

400 

1,600 

Add: Profit 

6,900 

Stodt 

— 

6,000 

• 


Debtors 

20,000 



16,900 

Less: Provision for 



Ltss : Dmwinr 

3,000 

BndDeUs 

1,000 

19/100 

- 


13,900 

— - 


Sundry Creditors: 


Advances to staff 


200 

For Goods 


12,000 Prepaid Expenses 


200 

For Expenses 


1,100 





27,000 


27/100 

OTSHVHVH » 

Shii, Gtodherilal is tbe proprietor of n loir bniOMB. The foHoviflf Mri 

Bnteaee ms prepared ftom Us Books M on 31st Iteeh, I97S 






Ra. 

. j 

Ra. 

load aad BaBdiap 

40.000 

Saka 

441.100 

Paidiaaea 

346.700 

Dividend flrom laveateaeate 

*00 

Retanu laaard 

2.300 

12% Bank Lean (UJI.1.X 


Iterdliat ExpoMca 

6,900 

aeanedoB Fixed Aaaete 


Ptiatiat mid Stationery 

1400 

Oao moveaaeata dariag 


Oaahat Bank 

30,790 

the year) 

40400 

Diaooaat allowed to Dditon 

1400 

OirdharUaTa G^iftal Acconat 

80400 

MimeWaiwinaa Expeasea 

18,620 

Bflla Payable 

%600 

Saadty Deblon 

64400 

Sundry Greditofa 

63,130 

Poatepe 

too 

Retmaa Outward 

3,700 

Pbraiture 

8.000 

Diaoouiita Received 

1400 

Joiat Venture Suapenae A/c 

800 



Caah in band 

4,900 



Motor Gar 

16400 



laveatmenta (Market value 




Ra. 14,000) 

12.000 



Drawing A/b 

10400 



BMa ReceivaMe 

4,800 



Stock (1«4-I974) 

63.680 



latereet on Bank Loan 

3.000 



Salmtea (hactodiaf Advance 




ferRa. 1,300) 

22.000 



Rnteftaiiaiieat Bxpeaeea 

1400 



Gartiage bwaid 

3,000 



AdvertiBameitia 

16,000 



Total Ra^ 

649,690 

Total Ra. 

649490 


AdMomd tttformBtkm ; 

(1) Saks jadodoJ ■ inm 6t R*. 32,00d noehred frcm ule of foodi on b^alf 

ofMr. Shanhutol lleeoatortlMM fooditoSkuikafla] ww lU.2O,0QOs. 
GfrAufWii entidod to« oomaiiMkn of 3% on Ml«,for wlUob dibot 
•boBld be fivea, and lefaDbaneaieat of adUiit espeaaea. TTiriiwa, 

1U. 1,000 twre debited to Mindbaeova BapaoNe Afloomt 

(2) Qo let September, 1974, Shrf OirdharBal etoifed faito a ioint eaaMn wMfi 
Mr. Ooor Bari whb aa afraeantt to toaia Ae ptodte add leaaaa oqaaQjr. 
GovHarl aoppSedfoodi toteOiai Re. 33^ atkb were wio^ paaaed 
tbMugb tihe Panhaae Dap Book.. Theae |oodi iiere atdd for caah at.a. 
proitof25%oaaalaiaadatoodendJtedtoSalaaAeeoud. GodrBailbad 
aaifiar la aondi aa tenonat of 1^. 1400 oa aaeoBat of ^a||hl aad 




I# 



CMlaMMlbrMlBor«p|iravaL Oa Mudi, 197S.a0%orttoM|podi 
WMifcHil wtAeastaoMn n die period ofepproeddid aetnpira Myci 
Proper a^Htaaeat eboold beMde iampaot ofthe above. OMidh«iid 
awbee Mi la vebe i el die c«nt plae 25%. 


neoeivable fbr Re. 2,000eadoned oo Id 

MbcM|aeBtly dbniaplad ba| po 


1974 ia 
eatiylbrthe dfa h onoar 


(9) 3/4di ofthe a d v e rthcB M at ca pe ai ee are to be carried fu no M d, 

(6) Ttvo obeqoee of Ra 1,200 aad Re. 1,800 iieaed to paittae oe 26ch Muck, 
1975^ weie Ijdag a^reccated oa 3ld Maieh, 197S. 

(T) Ofthe deblofia sqpof Re. UlOD^h ineopoeraMii apd to be wrhteo oft 
Cnate a proviiioa for doabtfkil debt* 9 2%. 

(I) Depree^FixedAiaettbgrlQ/iexoeptMotacChrwfakhittobedqjreeia- 
tad at Stock paSldlMu 1975 aaa Re. 45^000. 

You are reqnfaad to prepafethe ‘nadiataBd Profit and Loaa Aocoont for the 
pear ended Slat M a wh . 1973, and a Balanoe Sheet ■> od dad date adet taUm hdo. 
oondderatioa aa above m end oped iafbffa^tiotv 


1 

1 

! 

aoiLaae A 

•cm. « afMr. GkdhntM tu A 

1. 

Yea 

oanM Slat March, UTS 


Dk. 



Ch. 


Ra. 


Ra. 

To.Opeains Stock 

63,680 

By Saks 3,82,500 


To Pnrcfaaaea 2,99,700 


Leas Retomt 2,900 

3^8IMOO 

Lew Retoma 3,700 

2,90,000 



- 


Bp CSoiing Stock: 


To Ganiase Inaarda 

3,000 

Atahop 49,000 


To Qroaa Profit c/d 

76,000 

With onatomeia 




on approval haaia 7,680 

52A80 


<^32,680 




»a^ 


Ra, 

To SalMiaa 

20^ 

By Oroaa ftofit b/d 

76JOQO 

m TVaveSint Expenaei 

«J900 

M Diaoonat leoeivad 

MOO 

•,. Prtatbti k Stadoflcey 

1,600 

—-a ^ - »—- 

pp LnviOflDfl. IIMI 

m 


800 

pp UQIMHMCV flDQfltk 


w Oiaeoant AUoaod 

MOO 

aridaBbahaVcC 


Advettiiaait 

4fiBO 

INilOidhQi 

tjm 



2t 



Ks. 

Re. Ra. 

’ Ra. 

m 

lain fljinimi— 

17.d20 ..Profiton Mat Ventnn 

4350 

ft 



. 


W«paH—■ 

1.800 


t* 

lattnet on Bank Loan 

4.800 


w 

BadDehte 

1.100 


m 

FWviiioa for Bad Dditi 

1,106 



Baildii«i 4.000 


/'* , 


Pmnhiire 800 


f 


Motor Gw 3.200 

8,000 


n 

Net Profit, to Capital A/c 

K084 




84.110 

84.110 


BihTO Sheet af Mr. GMhirllel m at 31et M ewh, 1975 
Uabtiities FbctdAtaeu 


Capital A/e 

80,000 


Land ft BnSdlas 

40300 


Add Net Profit 

14,084 


lerr Dqneoiation 

4300 

36300 


94.084 


Fnmitnre 

8300 


Ian Drawings 

10,000 

84,084 

Ian DqMreoiation 

800 

7300 

12% Bank Loan, aecnred 





b* aduried on fixed 


Motor Car 

16300 


anets 

40300 


Ian Dqmdatioo 

3300 

12,800 

lalenet doe on Loan 

1,800 



— 




41,800 

Investments 


12300 

Smidry Crediton 



(marlcet value Rs. 

14.000) 


Pbr goods 

32,130 





Forajobt venture 

38,890 


Comnt Assets: 



For sale on oonsign- 



Stodcat Shop 

45,000 


aasnt 

29,400 

1,00,380 

(hi^ipcoval 

7380 

92380 

BlkPhyible 


2,600 

Snndry Debtors 

95,300 



1ms Prodsion 

. 


for Bad Debts 

1,106 

94494 

BUIS Receivable 


4,800 

Cash in band 


4300 

Cash at Bank 


30^790 

Advanee against Sahtf 

1300 

Advertisement Soq 

MOieA/c ' 

12300 



^eanm 




Its. 

Rs. 

(i) SWsf: As pw Trial Bataaoe 


4.^100 

laar: Ckwdt on bdialf of ShaoiouW 



wroofiy ondited in Sales Aoooimt 

32^ 


Goods Kdd on Joint veotnra 

44^000 


Goods stiD oat <m appcoval entered as sales 

9.600 

83.600 



3.0.300 

OD Aavtases: As per Trial Baknoe 

3.26;700 


Less: Goods received on joint ventme 



womgly entered as purchases 

33.000 

2.93.700 

(UO Stmtby Debtors : As per Trial Balanoe 


64.000 

Leu : DeUt for goods sent on approvid 

9.600 


Bad Debts 

1.100 

ICHTOO 



S3.300 

AM : Bills Receivable (endorsed) dishonoured 


2jpro 



SS.300 

(iv) SmAry Creditors : As per Trial Balance 


63.130 

AM : Dishonour of endorsed bllb receivable 


2.000 



6S.U. 

Leu: Goods reoeived from Goar Hari on joint 



venture wroagiy shown as credit potciiases 


JSflOO 



32.130 

(v) ShankaiM’s Acooont: 



Sdepffoodsoo hkbelialf 

» 

3uUX)0 

Leu: SdUagExpenses 

1.000 


Conunistioo 

1.600 

2.600 




(vD. PnAt Qc Lorn oa Joiat Vflnton ; 

SidDoalbiatYeaAnt (CMtlf. 33JOOO 

P>M 33|X);(;^oaMli iidMMaetf3Si%«iMaO 



li. 



Ra. 

Ooat 

33,000 

SdUap Eapenaea: 


cu 

W 

Expensci by Pour Hari 

l.?no 


Tola] Profit 


OwB SbcR of PraAl (|) 

(vfi) AsnoaDt ihw to Oour Had : Sdn p ro—d i wee i rod 
Lu$i Shm of Profit aadBxpenM 


Xviii) No adJiutiiMat it reqoind (tar iteiif 6 of the qneetko. 


35^ 

«.700/ 

4330 

HflOO 

3.150 

3MS0 


Joeeph of EnakateBi poet hi for an industrial unit oa lit Jaanaiy, Ittl. H» 
trial balsDK as on 30th June. 1981, the date whea hehaachoMato **anke ap** hia 
aoeoaatt, naa as under 



Dr. 

Gr. 


Ks. 

■A 

Capital 


MMOR 

Land (P^meat to vendor) 

13IMIQ0 


Advaaoes to boUdlBB contractors 



AdvanosB to sqplien of oadiiiiery 

sjMjan 


Loan firom Kerala State Finaaoe Cocpocatiota 
(Sanotiofr-IU. ISJOO^) 


830g000 

Advocate’s fees paid ia eonasctiOB wHh 

Porahase of land 

3.000 


Loan ftaiB Kerala State Flaaaoe Corp. 

5300 


Cash in hand 

10300 


n—lf 

330300 


OOknegwaaes 

12,000 

,■ 


I 23 OUOOO 

to an non 


kaaph {aftanaa yoa that the fiMtory ufaa oommiwioosd on 1st Oslobar, 19tl., 
SainMNS yon with the foBowing ftarther iadtanaation 

Ca) AB the flfures in the trial taaknee as on 30th Jane, 1981 rihieoairied for* 
ward in the new books for the year andsd 30ih Jana, 19BX. 

(h) Histrialbalaadeasoa30ifaJnna,lM2«waBandK: 



»t 



Dr. 

Cr.. 


Ka. 

Xa. 

CkpM 



Lad (nqfaMot to VBBdor) 

I.SO 1 OOO 

AdMwn to boibHot oontmeton 

3,00.000 


AdfMOM to MppUm or Mdiiaery 

AdvocMe*! Am ki ooiMuctioo with : 

UMOOO 


Fuichiw of lud 

3,000 


Loon from Konk State Ftaanoe Coip. 

5,000 


Coatneta with eartomm 

4,000 


Coalfoels whh eopidien of law nateriab 

ifioa 


Asrammt with trade ankm - 

1,000 


Oflke expeoMt at Rs. 2j000 per ffloath 

30,000 


Deporit wtti CiBtaaa AnIhoritiM 

4^00,000 


Depodt with Central Exara Anthoritiei 
PucliMH of materiali: 

1(W»,000 


Local 

20.00,000 


Iniportt 

10,00,0ro 


Saks * 

Loan frmn Kerala State Finance Corp. 


404)04)00 

laed for mabhinery punhaaed 


154)04)00 

rapiral inbddy from Kerala State Govemment 


34)04)00 

Power 

90,000 


Wagea 

85,000 


TnaeOins aspenraa 

244)00 


liadiineiy. porohaaed 

44)04)00 


Coetomer’a aocooda 

10,004)00 

24)04)00 

SnppUer’a acoomMa 

14)01000 

54)04)00 

Tax Payment on bahalfof bidUini oootracton 
Loan from Jamea (taken on iat lannary 

64)00 


1982® I8%inteic80 


54)04)00 

Caah 

444)00 


Bank 


2,50,000 


78,504)00 

78,504)00 


loMfih noonfe^atriet pcrttioiat toftelmk t nimrt j n t m Aebaibof 
^■ ytl tw il ip i Md diiqw oonalldblk. Tlw HM m mU oT wpBacifctioa 
vM te buk M Ml JOlh JmMb 1M2 aww oadHr 



32 


Rt. 


1.001,000 

300 


25.000 


DeAici: 

C3ieqa« p re p ared in favour of aepidien of 
raw materiab and entered in ci^ book, 
bet not yet deipatcbed (Actual despatdi 
took place on 31at July. 1982) 

Cheques issoed but not yet presented for 
payment by the payees (All paid by 
31st July. 1982) 


IMOOO 

2S.S00 


Overdraft M per oaA book 
Add: Qiequei deposited but not yet realised 
(since realised) 

Bank duufes not yet recorded in the cash book 
Interest diarped by the bank, not yet 
recorded in the cash book 


Rs. 

URilOO 


1.2S.S0j) 

3.75.50l> 


Overdraft as per bank statement * 2.30.000 

(d) Architects certified the bills of building contractors at Rs. 3.06,000. The 
architects' fees • 2% were outstanding. No accounting entries were passed 
for the same. 

(e) Machinery worth Rs. 13JOO,(XX> wasiaoeived from the siqipliers to whom 
advances had been paid earlier. However no accounting entry has been 
passed for the same. 

(f ) Duty on imports amounted to Rs. 3,60,000 of whidi Rs. 2,60,000 pertained 
to machine^ and Rs. 1,00,000 related to raw materials. However no entry 
has been pamed for the same. 

(g) Wagm include Rs. 43,000 spent on installation of madiinery. Wages for 
Jum. 1982 amounting to Rs. 3,000 are outstanding. 

(h) Excise Duty on production, not yet adiusted in the books, amounted to 
Rs. 9,00,000. 

(0 Stock on 30th June, 1982 was as uniter: 


RawnuderUs : 

Cost 

Rs. 

Net lealiBabfe value 
Rs. 

Rephcement price 
Rs. 

Local 

3,00,000 

5.00,000 

4,00^000 

uppofwi 

7.00.000 

9.0(MXI0. 

8/XMiOO 

Work 111 piotem 

50.000 

Wot awriialBsif 

Mot ascertained 

Ffariihad goods 

2.30,000 

3;00y000 

vnjom 



0 froHta^tpnMattMS^ «a1iiiMfaif sadat tSXp^ ^saphat 

W tetemt loan taken flom iCmk State FbM^oe Ra. 1.50g000 
(0 OMiairitatpeaNr bOL Ri. 12 .OOO 

Feefbr iatfUngiheapeonattontitaiidtac Ra. 3^000 


1912. 


mntajroa to pnfiara the flaandal atatemeata for the year ended 30tfa 
Pleaae ahow your explanatory workiags. 


JaaapVk TraRm and Pnit d 


A/c 


tortha ya 

or Mitoaoih Jane 1912 



Ra. 

Ra. 

To Pofdiaaea: Ra. 

BySalea 

40,00,000 

Local 20.00.000 

By Cloaini Stock (at coat or 
market price which* 


Imported 11.00,000 

3lfiOfiOli ever ia lower) 

Raw materialB 


To aatea 

43,000 


ToBasbeDuty 

9.00^000 Local SfldfiOO 


To Power 

1,02.000 Impotted 7,00,000 


TOOnaa Profit 

11,33,000 Work-in-pra- 

oem 30,000 



Finiahed 

Oooda 2,50^000 

13,00,000 


35,00,000 ^ 

53,00,000 




To OOoe Bqwnaea 

18,000 By Orcaa Profit 

13,53,000 

To TtaTeUng Bipeioea* 

24,000 


To Advooata^ Faa 

7,000 



3,000 


ToBaidE Oiaiiaa 

300 


To linanat (Paid/Payable) 

p—lc 23,000 



K.S.F.C I. 3 O 1 OOO 

Jamaa 45,000 

2»jom 


To Depieciarioo: 


• 

Boildtag 11.70S 



Machinery 2,26,123 

2,37,830 


ToNatPfofit 

8,42,670 

, 


13,33,000 

13,33j000 


* AaaaHft to have been iaeamd 
afiKlatOetobar, 1991 





aannSM, 

JmIMI 


LkAUMn 


Rs. 

Ammu 

Rs. 


4,00,000 


Fixed Atsau 


Additioa during 



Land 

1,53A» 

the yenr 

2,00,000 




ProAtfortbe year 

8,42,670 

14,42,670 

Building 





C^ 3,12,120 


Capital Reserre {Sidtskfy) 

3,00,000 

Leta]^>q». 11,705 

3.00,415 

Loan 





Lonn firom 



Moddnaiy : 


K.S,F.C. 

IS.00.000 


Cost 20,10,000 


Interest accrued 

1,50,000 

16,50,000 

Less Dep. 2,26,125 

17,83,875 

Loan iVom Janies 

5,00,000 


Current Ataete, 


Interest Aoemed 

45,000 

5,45,000 

Leans and Adranixs 





Stock in trade 

15,00,000. 

Bank Overdiaft 


1,75,500 

Sundry Debtors 

10,00,000 

Ourreiu LUbUOits 



^sb>in*haDd 

44,000 

Expensea Outstanding 


Cashat'baak 

_ 

Revenue 

20,000 


Advance recoverable 


Capital 

1,06,120 

1,26,120 

from Build^ Contractor 

120 




Advance to Suppliers 


Tax Deducted at Source 

120 

Deposit 

1.00,000 

Trade Creditors 


6,00,000 

Customs 40,000 


Advance from Customers 

2,00,000 

Excise 1,00,000 

1,40,000 


Preopention Office E9q)aiw« 18,000. 


50,39.410 


50,39,410 

M a at IM 

Working Notes :— 

Rs. 


(1) Purchases : Local 

20,00,000 



Imported ioduding Doty (1,00^000) 11,00,000 

_ 

31,00,000 


( 2 ) 

( 3 ) 


Office expenses before 1st October 1981 heve been treeted u defemd lev^ 
now expoiditare. 


Interest on Loan fton KSPC for 
rmm cnpiliffilcdL tat Ims not Im 


poidiaM of MacUneiy, opto 1st October 
■ done intbesolotioafornnat ofpredee 



3S 


Dm fktMB tvi m at to boMkg ao tow oto w h 9 2% of Oro« 

atoooto th* totol oomm to lU. <>U0i. Oat of thk aaMOBt Ri. (^000 

hto bMO pdd tad dw boloan ii iMqrable. It ta a ooatoi ten. 

(5) Depraoteion oa bafldiQg ud IffocUnpiytei bMapravktod ftir9moalte 
flrom lit October, 1981 to 30tli Jaae, 198X 

(O Cteqaw prqnred in fltwref cwd ho n not d np nt che d by 3Jdi Jme hew 
been'tevenad**. 

(7) Advocetes fee for purduue of Lend A Loen from Kerele State Finenciel 
Coipocatioa hea ben repitelted, the former hat been added to the ooet of 
land and die latter to the ooet of Madtinery. 

(8) CkpitallRibahly hat been credited to Chptel Reaerve. Alternatively it ooald 
bededodod fromtheooet of modihiery one may refer to the itatemeot on 
capital Bated Grants. 

(9) Rt. 4S.000 peU for arafn on inttaUadcHi of Madiinecy hat been oapitaliaed* 

(10) Amomit payaUe to boOdinf oontiaetor at per anhitect’a oertiflcatet it Rt. 
3,06,000. Tu deducted at tomoe at 2% will be Re. 6,120. Rt. 6,000 has 
been paid on behalf of the eontiactor and Rt. 120 hat beenthownaaa 
liability. 

( 11 ) Advance payment to Machinery aopi^itRa. 12.00,000; ooet of MadU- 
nery received it Re. 13,00^000 ; Rt. 1,6(MX)0 payable to die tupplier haa bem 
shown at a liability. 

(12) Revenue Bapentee ou t eta n d iin : 



Ra. 

Wages 

5.000 

Power 

12J000 

Aoooantanft Pee 

3.000 


20,000 


(13) Oo ta t an dh m oaintt Chpital edgeod itore ; 
Mhehincry 1,0IM)00 

BoBdhiii) AitUtecta Fat) 6^1^ 





MANUrACTIttlNI^ 

Bwrt i a — t A napuftctprint »ccoqnt.M» ^ ibiflowiat Smetkm r 

(1) Itthpitsthe totalcoct<^ muui^^ctBriBf the flaiihed prodnM aad tefi oi^ 
in der«n, with ippropiiate cb«ffla|tioai, the coostitmt dementi of eacfa 
ooft. It ii, therefore, debited with the oott at iMtarWih, (he mnnnflKturiiif 
wtnei end expentee incurred dfaeefly otiniiiTecUy on nMundhotaw. ' 

(2) it provides deuili of factory cost nod fadlltates reoodeOimiOiir bf flmiieiai 
books with cost records nod bJso eerveiai a basis (rf^oonpnrison (tfimaiK 
fnetifmv opeialions ffoip yesf to year.. In on|« that this fraction may be 
performed more eAdeot^. tho foljowint rules must be observed as br as 
possibk in the prepantion of the Manufheturinf'Account. 

(a) The dosinf stock of raw materials must be deducted ftom dm opaiing stock 

and purchases to Aow the cost of raw materials ponsumeid. Similarly, in 
the Trading Account, the dosing stock of finished goods should be 
from the total of the debit side to show the cost of goods sold. 

(b) Adjustment must be nude for opening and doaing tvark*in-profrma, It ia 
normal to valtu wo^k>in-propress at fisetory cost, ,that is inclusive of lactoiy 
indirect expenses. A more conservative system is to value wodb-in-prpgress 
only at the prime coM; i.e. only materials end labour. If the varioin 
elements of cost, constituting the wurk*in>prQgTess, can beaaniyeed. adjust- 
ment may be made-against each item. Bnt usually this is not poeaible. It 
is, therefore, suggested that the opening work-in-progress be added to the 
total of the debit u'de and the closing work-in-progress deducted. If the 
work-in-progress is valued at prime cost, the adjustment must be made 
before debiting factory indirect expenses. However, in. dm absence of 
specific mformation, it should be auumed that it ia valued at fisetory cost. 

(0 The 'Kimuracturing Account should disclose the prime cost, work cost, 
etc., to sermit an easier recondliation with cost figures. 

(d) It would bt usefiil to have a column for precentage in the Manufiseturing 
Account shoving the cost of each item as a percentage of the totaL 

(3) The Manufactuiflg Account may also be used for various other 

purposes. For e)^ple, if output is credited to the Trading 
Account at market Hces, it discloses the Profit or Loss on numubctuib. 
Similarly, it may also to fix the amount of production or profit 

sharing bonus when suclyhemes ore in force. 

It is recommended that students through the illustrations 2-14 at 

Page 91 (Vol.l) of ^rfro-Tced/4ccw«/J by^ukj, „„i Orewal. 

By-ProdMts : In most manufactu^'wrxiiojjs. the production of the main 
product is accotmauied by the produdlioo or subsidiary product which hat a 
value on sale. For example, the production c. bydrogsoated vcgstabla is 

\ 

\ 



jwdBgtiwi of ■<Mmi apd lh®~fw*alo« «f »led ykkb 
Miift'^nO^ lenwd .Ma bge pradBOt beoRNeili productkMt if 

Mt onnirlnitiljr mKhraken but multi out cX the p roducdoB of the naio piodnct 
ItiiPlMfliy^Miili'dHkvttfbMiaertuIn fbe't^ (He ptoduet ; moreover, Hi value 
■mijr fliirtpemv^ntteH'peteaitude'ordbe main^prodiiot^ 


n i| often totnted u "Miioetltaeoitt Income’* but the correct treatment would 
^ 16 credit die iim value of the by-product to tbe Munhotnrinf Account lo as to 
ndaea to dwt extent, the coat of manufactnre of main product' 

inlar Oipallmenlal Praftt: Ai stated earlier, h is sometimes desired that the profit 
on mamifactaib bb *difcclosed sepentely fttmt tbe profit on sale. Therefc^ foods 
are tranefirned. from the Manufrctutiiig Department to the ‘nndinf Depwtment 
at a price whidi is h^er. Tbe Manufacturing Account, therefore, reneab a profit 
whiA is tranifcrrcd to Profit' and Loss Account. 

If some of the goods remain unsdd at the eiMl of the year, the wHols of this 
profit on manufitenire cannot be said to be “realised" and^ -nooow M a gly a provision 
must be made for unrealised profit on stocks, the Profit and Loss Aoconnt beinc 
debited and a provision account credited. In tbe Bnlanoe Sheet, the in the 

provision aoconnt must be deducted from (he value o^ closinf stock, so that the 
latter appears at cost. . If there is sinular imvision in respett of opeiimg ^ock, it 
should be closed by transfer to the credit of Profit A Loss Account 

Thtarkd Note :TrequeatIy, problems are set in whidi tbp led^ balances 
‘are not- given. Instead, details arc given regarding the number of items m stocks, 
(loantity manoAbiaiid, etc. The figures for stocks,sake etc.,.would therefore have 
to be worked out independently from the daU given. The following geiieral rules 
may be observed. 

(a) The Mangfoctuiing Aoooont should have columna shewing betti quantities 
and values. Frequently, an thjs qnantitiea .npe’ not ghen and'the quantity 
appHoaUe to one more of die HqiM woedd have- to be worked out For 
example if the question does not state the total numte of items sqtd. tbe 
quantity can be worked out by adding opening stodc and unite niaoufis- 
c tur ed and deducting doting stock. It k, tberefote, udbftU to have quan- 

■ tity oohumtii in the account so that it can be seen that both sides 

(b) Tbe Manufoetming Account wSl show the quantity of raw materials U. 
stock at the bfighmingitad tbe end of the jwar and tbe purchases during the 
year. As regaidt finWied goods, it wiD only show the qusntily miaufau^ 
tuied and, as repwls wnrk-io progres s , tiie opening and dosingnmwmti. 

(c) Hie Tot^og Account will show tbe quantities of finjitiecl goods mans* 
footorod and sold and tbe op e nin g and dosing efocka.'n wfll not show the 
qnantity of raw mcteridi or the woifoja-prd|rese. 

Fdr determ i n l ni foe mine of elokki dodc, hi foe a b eeao e of apedne 
h tet w e ti onB tottaaontewy, it wtetbe Maufin dfofo nfoe Inwa been a 



of piodt pndnoid dnrfofthi jw. 


I: OtMa Ught Ud. 
IMowingtiW holMicr wMextndad 
Dacember, 1979. 


A p rodo ct of 
ftOB tikobooto oftho 


tm- Tbe 
M OB 31it 



Be 

Be 

Saue Capita] 


i/nyooo 

DebtotB aad omdilon 

23^900 

4M00 

Plaat 

Materiab la slodc on Slat Deecetber, 1979 : 



(atooet) 

2,700 

- 

Material Punhaaed 

Stodk ia ihctory oa 31st Deoember. 197S: 

93,000 


400 units *■»■*«*«* 

19,200 


200 unitB. partly 

Stock ia uareboase oa 31st Deoember, 197S: 

4,KO 


630 laiBhsd uniti 

36,2St 


Maauihcturiag Wages 

1,27,000 


Factory expenem 

isjaoo 


Sales (4.770 uniti) 


3,85,600 

Admmistfative Expenses 

18,640 


Depreoiation 

20^000 


8dlii« Expenses 

13,360 


Balanoe at Bank 

16^100 


Provistea on uanaKsed praflt oa stocks 
in warehouse oa 31st Owemher, I97S 


6,048 

Profit ft Loos A/o. 


55,140 


5,91,908 

3.91,581 


FinUied ailicla an tramfemd ftom the bctory to ibe wanbooM at flwtocy 
MMt plus 20% aad duriqg 1979, 4000 aitidM won so ttaiiarernd. It is the pnMtfco 
sfthe oompaay to noont tbste tnuufsn in the MunifiMtun AfloosMand iatha 
ytdiat Afloount at the market petes. Closiaf stocks of finished aad partly llaishTiil 
irtides in the ftotory and brought iato the Maaufacturiag Aooouat at the average 
Osctocy ooat of the output of the year aad doehig stodu on the aaiahoase an hcought 
into the Trading Aooouat at the traasikr prtee (kom the. fhctory. 



oatarbli utedin 1979aaKKnted atoott loIU. ajOOa Dutkm 1979, 
<950aitfclMwere ooaqih m l ;oa 31ttDeaember. 1979, oouiitad 

of SOOparttjrlloMiedartkte. On the iHiole, partfy llaiAed artUes in MoA oa 31tt 
Decem b e r , 1978 and on 31st Deoem b e r , 19^ were flfkyper oeot in all 

reepects. 

Thera was no toes or shortace at aiqr stage. Yon era raquired to prqiMra a 
. hlanntoctiiring Aoooont and a Trading and Profit A Loss Aoconnt for the year 1979 
k^and a Balance Sheet as on 31st Deoember, 1979. Ignore taxation. 


GREEN UGHT UMTIED 


Menafaftnrlat Aeeem 

It fisr the Year ended Slat E 

IsriBibir, 1979 


Dr. 



Cr. 

Rs. Units 

Rs. 

Untie 

Rs. 

To Raw materials 

By Transfer to 



Stodc on 1.1.79 2,700 

Trading A/c 

4,600 

2,94,480 

Pofcihaaes 93,000 





95,700 

Lear: 

Stock on 

31.12.79 7,700 88,000 


Manubotnring 

Wages 1,27,000 


Prime Out ; 2,15,000 

Factory EiqMiieet 35,000 

Deprecia t ioo 20,000 


2,’rO.Vk 

Lum: 

Woric in Progress: 

On 31.12.1979 8,100 


ksa on 1.1.1979 4,800 

3,300 

Work CoMt 4,950 

2,66,700 

Add: Factory 


Stock of FtoUied 


Goods on 1.1.79 400 

19,200 

5,390 

2,19,900 



JLmv: FjMMnFSHrik 
of flsiA 0 d fopdf 
tm 3t.ll7» 750 


40 ^ 




2,45,400 



H Fictory Profit 





carried to Profit 




? 

ft Loh Aocomit 


49,080 




4,600 

2,94,480 4,600 


2,94,480 

* ja% <a Ri. 2,45.400 




- 

TraM^ 

aad Profit ft Laca Aecaat 




Unht 

Ri. 

Units 

‘ Ra. 

To Stock 1.1.79 

630 

36,288 By Sake 

4,770 

3,85,600 

„ Ttaadtr tiom 





Factory darini 





the year 

4,600 

2,94,480 




5,230 

3,30^768 



Leu: Stock 

460* 

29,448 





3,01,320 



» OroM Profit c/d 


84,280 




4,770 

3,85,600 

4,770 

335,600 

To AdminiitratioB Expcmcs 

18,640 By Profit b/d : 





n Manufoctnriiv A/b. 


49.080 

n Selllag ExpenMi 


15,360 „ Trading Aoeouat 


84380 

„ PlrovWea for Un- 


» ProrWon for UareaUMd 

V 

raUNd Profit c/d. 


4,908 Profit on 1.1.69 


6348 


Nit flrail tat tiM jmt c/d. 1,00^500 




1,39»40B 



BriMM ShMt« at 3Ii( DmmAw, Ifnr 
IMMUks Amu 


Rs. 

Rs. 


Rs. 

Rs. 

Sawie Chplial 

1,00,000 

Fixed Assets: 



Profit ft Loss Account; 


Plant cost leas depreeistion 

1,80lOOO 

Bahmoe b/d 55,140 


Cuircat Assets; 



Profit this year 1,00,500 

1,55,640 

Stock in trade 

*65,040 




Work-in-Progress 

8,100 


Sundry Crediton 

44,800 

Raw Materials 

7,700 




Sundry Debtors 

23,500 

1.04440 



OsahatBrnik 


16,100 


3,00,440 



3,00^440 

*Less Provision against unrealised profit 




Notes: (1) The dosing stock of Raw Materials B a helancing item, the other stock 


purduMt aad coasumptioa beio| given; 

(2) The coat erf' «oi1c-ii»-progren it deteradned as under : 

Cost of oemipleting 200 aiticka half oonqdeted 

on M>79 n eqahralent to 100 comidete uaiti 

Balance ^artidea started and 

completed (4,930-200) 4,750 „ „ 

Coat of 300 ineoiiq)lete artides 

during 31-12-79 is equivalent to 150 


5,000 


Total Coot Rs.2,7D;000 

Coat per onB Rs. 2,7O,000->>5,000 -Ra. 5C 

Ceotof woric-in-pcognoa dn 31.12.^i-130 x 54 Ra. 8^100 

Coot of finMhed ante in stock on 31.12.^ 750x54 ->40^500 

(3) Value of stock in vNUdwase^Rs. ^ ^^ x4<0 ■■29,44* 

(4) ProviHoa for uacaoUsed profttls co a npu t e d as under: 

]^X29/M8-Rs. 4^908 



1 #^ 


: Following details of theworidqg ofR^kDaniBikk Wocksortha 
to you for the purpose far aaoeetelning tte prodt flwan the —n- 
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No. of Brides 

Aaaoimt 

Rs. 

Stock on 1st January, 1976 

50.000 

3,000 

Wages 

— 

83,000 

Salaries to office staff 


lOUlOO 

Coke, Stores, etc. 



Royalty, Rates and other apenses 


12,500 

Saks 

8,001000 

IMOOO 

Stock as on Jl. 12.75 

60,000 


Bricks qwilt 

40.000 

— 

Bricks used for construction of a new kihi 

6,50,000 

— 


Wage coats for numufacture of bricks this year were bjgher by 10% as ooopued 
last year when they amounted to Ra. 48,00(k Last year 13.S lakh bricks ware sold. 
5.000 brides were dutafed and stock of bricks on 1.1.75 was 2.25 laklw. 

Rs. 20.000 out of stores, wafes other than for maaufiMtute of brides, salaries of 
s. 2,500 and exp en aes of Rs. 6,500 an all relatable to the construction of the new 
iln. You are also requested to ascertain the cost of the new fa’ln. 


Manafactaring and Preft aai Laas Aceannt of 
RaPakahml Bricka Works far the Year 1976 


Cr. 


Number 

Amount 

Nnmber 

Amount 


Ra 



Ra 

Coke, Stores, etc. 

30,000 

By Bricks Spoilt 

40400 

— 

Wages 

66,000 

„ Salea 

8,00,000 

140,000 

Salaries 

7,500 

M New Kiln A/a 



Royaler, Rates and 


9 Ra 75 per 



odicr Expenses 

6,000 

1400 

640400 

48,750 



M CloaingStock 



15,00,000 

1,09400 

(at coat. 

60400 

4400 

Opeoinf Stock 50,000 

3400 

Ra 75, per 1,000) 


ProBtoai Mann- 





iicnra§ 

60,750 




15,90^X1 

1,73450 


1540400 

1.73450 





CMtafNMrBh 


/ Go««rMMX» Bikki 



CokeMdStam 


WmUvNMm: 

(9 Pro da ctioB in uaiti 
SdM 

Brieki Sprik 
CkMOif Stock 

Used io muiufiKtariiif of New Kda 
Len Opening Stock 


Bi. 

4S,75B 

16^ 

3,S0B 

6bS00 

Total 93i7» 


IJ76 1975 

WOOD n.50.000 

dtWJOO 25^000 

tilMiOO 5Q.OOO 

6^000 

15^,000 14 ^ 23 ^ 

50,000 2,251,000 

15,00;000 12,001000 


Ra. 

(U) Wagee per 1,000 brake in 1975 : 48,000-M200 40.00 

Add: Incieaae ttiia year, 10% 4,00 

Wages per 1,000 bricks in 1975 44,00 

Total Wages for 15,00,000 bricks 00,000 


(an CoatoTBridn Maanfactared per 1,000 1,09,500 

“W “ 75 

H DBPSBCIATION 

DqifeciBtion has been defined aa the dimnmtinn in the otOity or value of an 
asset, due to natnral wear and tear, eidiaastioo of die sahjectHnatter, eflhnkn qf 
tine, aoeideat, o b ao l ee c enoe of shnflar eeuscs. The word '‘accident’, "Obeolaa- 
cenc^ and tin phraae “effl uxion of time”, induded in the ai piiMy a— 

when as aaset held by a bu iin ea e cannot be employed for even one of the pmpoaee for 
whkh it waa acquired, due to aome da m age saffm^ the aaaet havhqc bec^ oat of 
date and due to no o oc aaioo havingViMn for it to be ased, the leas aanftf to the 
borinamwai bo depreciation. The depredation canoed by any one of the laatmen* 
tionodfinton often is deaoribedaa external depreciation to diiti^pdih it fkom titat 
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■riliiig from tbe nttotml wear and tel<' or«Mt«^whfcli ii known u imemd de preoh 
■don. Commonly, tho word “depredation** k alao employed to r epreae n t a fiiB: In 
tiw amrketvahieofaaaeaetdaetoallilfinprloa tevdinfhe oenatry. Siaoe^laat 
mentioned type of dfanimitioe in valoe it tbe ontcome of a differeat aet of camce, it 
la neeeaaary to dfObreatiate it from the other. But a diethiotioa can be poaaibk caly 
if we decide not to nae tiie term ‘dcpndatkm* In two ddfrieat aenaea and aoeqn tbe 
immtlnii, the aome aoocnmtanta have made in tiie pad, to deacribe tiM d i tnhniinii 
nanlthit from tbe uae of aaaeta aa *wear and tear* at ‘cjq^ied capital outlay'. 

The loic in the value of aaaeta employed for carrying on a Imaineaa bejng aa 
raaential dement of boaineae eipendhure, it ia necei aa r y to calculate the •mmmt of 
aoCb loaa and to make a prodaion therefor to arrive at tiie amount of profit or loae 
made by the boaineaa. 

The Companka Act of 1956 now makca h oompulaory to Witte off depreciation 
on fixed aaaeta before dedaring dividmd. Tbe old poaition, thereforn, of then befog 
no legal neccaaity, unleaa the Articlea of Aaaociation made it obi||atoiy, of providing 
depedation on fixed aaaeta, ia no longer valid except in the caae of certain aaaeta, aoA 
at goodwill, leaadiold, minee and quarriet, etc. Thia ia becanae the Inoome>fax antiio- 
ritiea do not permit amortiatkm of aodi aaaeta and the CompanieaAct Ibllowa tbe 
Income-tax Act in tiik reapect 

Baaically, tbe coat of an aaaet oaed for pntp(^ buaineaa haa to be written 
off over ita economic (not phyakal) life which neoeaaarily mutt be A 

point to remember ia that uaually at tbe end of tbe econcanic life an aaaet haa, nanally, 
some value at acrap or otherwiae. Tbe amount to be written off each year be 

such at win reduce the book value of the aaaet, at the end of its economic life to tbe 
firm, to its estimated acrap value. 

The purpose of providing depreciation is three-fdd : (0 to enable die aacer 
tainment of the coricci figure of profit or iois: (2),’to atate thecorrect financial posi¬ 
tion in tbe balance sheet; and (3) to force the firm to retain funtto equal to the cost 
of aaaet so that, at the end of its life, it can be replaced. A peitin^ queation of 
course is the price likely to prevail at tbe time of replacement. That is why 
people advance the calculation of depreciation on the baaia of reidacemcnt price rather 
than cost. 

It must be noted that depreciation by itself does not create fonda ; it maicly 
draws attention to the fimt that out of gross revenue reodpts, a certain amount 
should be retained for re pl acem e nt of assets used for carryfog on nctivitioa. 

In Study Paper VI on Auditing, tbe various fketora whidi infinence the rates 
of depreciatKm have been disouased. It baa alao been stated that merely hivn r» {t 
ia not possible to measure various elements of depreefotkm, except witto brand limim 
the amount tkenof must be regarded aa a provision os inueiy as an —y; of^ 
pendkHre bmined or loas snffi^. Tbe application of a uniform rate of depcecfoi- 
tion, year after year, may ihenfore result In either u la^ or a snm bate 

paorided as dapcedatioiL In mriar that mdi a position may it is ntiviaabb timt rates 
of fiapraclatkm ahould be periodiatily reviewed by rd hw ace to tbe phyafontonariftion 
ofMaafo. 
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liw ptwWow in Act, I956,whiob i«q«h« the«o« 

or fliM Miolf «adtlie aggregite of tbe amoiiot provided for depiccktioii to be 
^ Sheet, the practice it being adopted of retainiqg miM in die 

eoconaM at dieif original cost and oredidiig the proviakn for dqneciatioi) to 
acoonati instoidof indie asset account When an asset is sold w dnearded, tbe 
original coat anMaiing in ^ asset account and the total provision made for 
'^^{f^neciation dmetM existiiig in the lYovision for Deprec iat i o n Account are tiandbmd 
- to the "Asaet Disposal Account”; the bahmee in this account will be the written down 
valno of the asset the date of its sale ot of discarding. On tale, the proceeds ate 
also credited to the same account The baiance of the account, which may be a profit 
or a losB, is transferred to tbe Profit ft Lots Account Under the Income-tax Act 
[Secthm 32 (0 OiOli the loss on discarding a piece of plant or machinery 
only be fJ a hnod in the year it is discarded. Therefore, even if the asset is not told in 
the year it is discarded, the lots most be claimed by estimating the scrap value. Accor^ 
dini^. it is necessary that at an item of |^t and machinery' is discarded, its value 
should be transfened to a separate account and, unless sold, reduced to its estimated 
scrap value. 

If the above method it adopted, the balance of various fixed assets accounts 
thaU ahmyt r e p resent the cost of the fixed assets actually in use and the balance in the 
Provision for Depreciation Account, the aggregate amount of the depreciation written 
off on the different assets up to date. 

Method of Proviftag Depreciation; Generally, the methods for providing depire- 
ciation are based on formulae, developed on a study of the behaviour of tbe aasets 
over a period of years for readily computing the amount of depreciation suffered by 
different assets. Each of the methods, however, should be aj^lied only after carefully 
considering the nature of the asset and the conditioru under which it is being used. 

The two most common methods for providing depreciation are the Straight Line 
Method and the Reducing Balance Method. The Straight Line Method h the most 
suitable and accurate method to adopt in most cases. The Income Tax Rules, however 
prescribe the Reducing Balance Method except in the case of ships. 

(a) Straight Line Method : Under the Stright Line Method, an equal amount is 
\ written off each year during the working life of the asset as to reduce the cost of the 
' asset to nit or to its break up value at the end thereof. It h thus simple to use and 
can be depended upon to give accurate results especially in tbe case of lease, patents 
and copyrights, also in the case of-plant and machinery, when additions to it are made 
from time to time ; calculation of depreciation on addition to plant and macblaeiy, 
tinder the nwthod, can be a complicated affair unless different groups of assets are 
rh s«Ht^ separately hi tbe Plant Register i^regated according to the years in which 
additions are made. 

(h) kedtKing Balance Method : Under the system, a fixed percentage of the 
value of the asset it written off ench year to as to reduce the asset to its 
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break up value at Uw Mid of its Hie, repain aad raall reoewate baiaf dmpd to lav* 
eaat. The anlhod ii coobbobIx UMd for phnt, fixtnm, etc. Under thii antfiod, tiie 
anoaal obnie fbr dq we ci ati oii d cci e aa ea fknoi year to year eo that tbeeaifteyean 
■dtar to beaedt of later yean. Abo, under tbkniediod the value of an anet can 
never be ooaapletely extiaguiilied, whidiB die cine under tbe nethod nen rinnerl 
earlier after all the inetalmente have been written off. However, it ie very otepk to 
oper a t e . The other advantapeofthn method is that the total duuje to revenue in, 
reepeet eTdepreciatioa aad repain le uiifonn each year ; in die earlier yean when tho 
depneiatioB h high, repain are negligible; and as repain increase die burden of depre¬ 
ciation fete lesser and Icseer. On the other hand, under theStreiidit Line Method, 
the charge for depredation is oowduit, e^de repdn tend to increase with the lib of 
dieasMt Among the ttadvactaiss of this method is danger that too tow a percent¬ 
age may be adopted as depreciation widi the result that over the life of the asset bH 
depredation may not be prov i ded; and if assets ate grouped in sudi a way diat indivi- 
dual assets are difleak to identgy, tbe residne of an asset may lie in the assets account 
even after the asset has bean s cra pped. The last mentioned defficnity could be. how¬ 
ever. ovetoome if a Plant Regiater is maintaiaed. 

HastentlBB; A ftrms, write off 95% of the cost of maefainery acquhed over a per¬ 
iod of 10 years by tbe straight line method. Full depredation is written off even if 
the machinery is in use for part of a year. Chi 31st December. 1976 the original cost 
of machinery in use war as follows: 

R*. 

Purchase in 1967 or earlier 57,000 

., 1969 1.30.000 

„ „ 1972 40.000 

On 30th June, 1977, a madiine which had cost Rs. 10,000 in 1963 was dispo¬ 
sed of for Rs. 900 and on 30th September a machine installed in 1972 at a cost of Rs. 
20,000 was destroyed in an accident and Rs. 11,800 was received from the fauurets in 
settlement of the claim, (hi the same date a new machine costing Rs. 25,000 was 
installed. 


Show the Machinery Account. 


wVRMVH • 

MacUnery Acesunt 


Dr. 



Cr. 

1977 

Rs. 

1977 

Rs. 

Jan. 1 To Balance b/d 

55,050 

June30l|yGHh 

900 

Jhn 30 To Profit A Loss A/c 


Scpt.30ByOMb 

11,800 

“Profit 

400 

Dec. 31 By Dapndtokm 

18,525 

Sept. 30 To Profit A Loss A/c 


Dec. 31 by Balancs c/d 

52,425 

iTont 

3,200 


To Chsh 

25.000 




83,690 


83,690 



1971 
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tea. 1 To Bakiioe hfd 52,423 

WarktHg N9t$s : 

(a) The opeaiiit bakoce hu been awertaiiied M follows : Rs. 

(i) Pordiaaed in 1967 or eartier—5% of Ri. 37,000 2,130 


(H) Purchased in 1969 Cost 

1,30,000 


Amnial Dqiredation 



@R.. 12,330, i.e..*'».«V“" 



8 years » 

98,800 

31400 

(iii) Pnirdiased in 1972 

40,000 


Annual Dqjreciatiofi, Rs. 3,800 



Depredation for 3 year* 

19,000 

21.000 



33,030 


(b) The book value of the machine told <» 30.6.77 is Rs. 300, i.e. 9% of 
Rt. 10,000. Hence there is a profit of Rs. 400. 


(c) Book value of the machine (on 1.1.77) destroyed on 30>9>77 would be 
Rs. 10,300. Depredation for 1977 will be Rs. 1,900. Hence there is a profit 
ofRs. 3,200. 

(d) Depreciation has been calculated as follows: 


Madhines installed in 1969 
Madiines installed in 1972 
Machines installed in 1977 


I24S0 

3,800 

2,375 


18423 


IllBstratieai: The Machinery Acconnt of A Ltd., for the year ended 31st 
Dec e mber. 1974, appears as follows 

1974 Rs. 1974 Rs. 

Jim. 1 To Balance b/d 20,190 Dee. 31 By Depredation 2fil9 

Dec. 31 To Gash 3,000 By Balance o/d 41,171 

„ To Cash 18,000 


43,190 


43,190 



Jm. 1 ToBdnMVd 4U71 
Tbttalnoeat Min. ITTIoooqiiriHd: 
Madiinoy No. 1 ( P nid — ed on J.L68) 

WIJIIMI 00119 lO 

iiMhinwy No. 2 (Pnchuad on 1.1.71) 
wfUlaa dowa to 

Midiinery No. 3 (PofdiMed oo 1.1.73) 
writtndown to — 



• f 

-lA'. 

Ra. llbOeb 

*■.4 . ■ ■ * ■ 

... 

9.500 

Ra. 12,000 


7.2n 

Ra. 3,713 

— 

3442 


201190. 

Ob 31.12.74 niadiiDeiy No. 4 wu pmdiMed oo bin pm thM e bifit; Rt. S.OOO 
umptid fanflMdttely aad two fttrtfier fn»t«hn t nti of^ 5,000 wm ptswUe oo 
31.12.75 tad 31.12.74. ThecMh prieeofdM atadriae wm Rt. 13.500. MacUaBiy 
No. 5 WM p B i c iw wn l in oidintw fSor MacUas No. 3 wUeh wm ^v«o tbe Tahie of 
Ra. 4,000. no baianoe wm paid ia oath ta 31it Dee., 1974. 

At die end of 1975 it wm decided that the aietbod of depredatini wbidi wm 
10% on ledociDt bafauice hitbeito ebovid be dtaafed to 6% on ori^iiial coet with 
retroqxethc effect fhmi 1*1>4S. 

Ftqa a e Madiinery Accoent for 1975 and ibow tbe relevant fitutea in tbe Profit 
aad Loaa Aoooimt. 

ffaWlen: A LTD. 

MaeUaery Accoaat 

Or. Cr. 


1975 


Ra. 

1975 

Ra. 

laa. 1 

To Bahuioe b/d 

41,171 

Deo. 31 By Deiwcciation A/c 

3,930 


To ProAt R Loaa A/c 

992 

Dec. 31 

„ Bank iaMdoeat 


M Balance c/d 

46,630 


on Maddnery No. 4 
(leM inteieet) 

., Profit ft Loaa A/c 

4400 






exoeii dqpreclation 





writtaaaffdn 

1-12-74 

4497 




Total 

50460 


50,560 

1976 

Jaa. 1 

To Bataace b/d 

46,630 





f 


m 




To Machkory Ak 


By Madihieiy A/c 


(dapsedatlBB for 


Profit OB sak 


cun^year) 

3,930 

of maohiBery 

992 

^Pr^nest ABeeaat 


„ Machinery A/c 


(H.F. tramaotlOB) 

IJlOO 

\C9BD6it ocpncmoii 




provided in ptevioBs yean) 

A;iisn 


ycifsi (i) Ob 3lit December 1974, the bode figure of the Ifechinery No. 3 would 
be Its. 3008, Le. Ra. 3^42 km Ss. 334 (10% depcecktioa). The mloe 
pvt OB it OB eudungn with Idedtiaery No. 3 belag Rs. 4^000^ the pwflt 
of Rs. 992 should have been takea into aoooBat oa 31-12-74. The 
baknoe hi the Machhiefy Aooouat should, tfaersAwe, have im * 
Rs. 42,163, Le., Rs. 41,171. plus Rs. 992.. Tte Bmry for ptoOt, how¬ 
ever, would haw to be now passed oB January 1, 197S. 

00 Total depieosatien that should have besBwritknofftOl 31-12-74® 6% 
of ori^iaal cost vrhh effeot flrom 1.1.S8 is Rs. 10,440 as shown b elow: 

hfachinery No. 1: Rs. 1,080 Le 6% OB Rs. 18j000i, 
for 7 yean 

Maohiaeiy No. 2 : Rs. 720, Le. 6% ob Rs. 12.0GQ, 
tot4 yean 

HM40 

OH) Total amoBot of depi e c latioB abemfy writtcB off is, la. 14^837 as 
Aowb below: 


DepsedatioB till DepnoiatioB for 


o 

1.1.1974 

1974 

Total 


Rs. 

Rsk 

No. 1 

8,440 (Rs. 1ROOO~9,560) 

9S6 

9JM 

Na 2 

4,712 (Rs. 12,000—7,288) 

729 

5,441 


Total 14J37 


(hr) The aawBBt to be writtSBbadt as eBoamdsp nc ia tioB alieidy p r o v ided 
tehRs. <397,Le.. Ra. 14^837km Rs. 10»44Qi 

(v) The dapnektioB to be provided fbr 1975' k t 


7,560 

2jno 
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lU. 


Machinery No. 1 

6% 

on Rs. 18,000 

ijm 

„ No. 2 

6% 

<» Rs. 12,000 

790 

.. No. 4 


on Rs. 13,500 

r,5 

1420 

,. No 6 

6% 

on Rs. 22,000 


Total 3.930 


(vO Total amount payable hi mpcct of Madiinery No. 4 it Re. 15,000. 
The cath price beiiif Rt. 13,300, total in te i ^ It Ra, 1,500. The 
amoufit oatataodiiig ia 1975 it Rt. 10,000 and that for 1^5 imild be 
Rt. 5,000. Therefbn, iatereat far 1975 kRa. I^IOQ, Le.. Ra 1,500 
divided betaecB 1975 and 1976 in the ratio of Rt. 10,000: 5,000. 

(c) Sum of Digit Methods : It it a variatioo of the “Redadag Balance 
Method", In thh cate the annual depreciation k oalodated bjr mnl^lyiiif the 
original oott of the ataet leat itt ectinatcd tcnp value by ihe AactJen repreaeated by : 

The ritn.ber oj yeen (imhd ng the prestnt year) of rematrhig life of the asset 

Total ofaU digits of the life of the asset (Ai yean) 

Suppose the estimated life of aa aaaet k 10 yean; the total of all the digita from 
1 to 10 is 55, i.e,, 10+9+8+7+6+3+4+3+2+1, or by the fomiula; 

n(n+l) 10x11 

----55 

2 2 

The depreciation to be written off in the flnt year will be 10/55 of the coat of 
the asset leia estimated tcrap value; and the depreciation fcur fae second year will be 
9/55 cost of the asset less estimated scrap value and so on. 

The method is not yet in vogue in Irdk; and its advantages and dkadvaatages 
are the same aa thoM of the Reducing Balance Method 

Tutorial Note • When in an examination the dates of addition to assets arc 
given H k to be assumed that depreciation k to be provided <» fae addition oa^-vtune 

bask. Occasionally, the rate it given without fae words annum", in wl_.^caae 

the date of addition k immateriaL Where no dates of additions are given but it k 
obvious that depreciatkn should be on the time basis, an average date half-way 
through the period should be taken. 

(d) Annuity Method of Depredation : This k the method of depreciation which 

ako takes into account the dement of interest on capital outlay and seeks to write off 
the value of the asset, and the interest lost, over tlw life of the asset. It f 

that the amount laid out in aoqoking the asset, if invested, would have earned kite* 
rest which most be reckoned as part of the cost of the asset and the busineaa. 



lAtddt’ Mt iBOtlKxf, tint the rate of hitemt to be cbuged on the ewet wkI the period 
of ite lift era rattled. Oa that betii, the emount of depncietion to be annually pn>- 
vided in the aeeeonte aaocrtained from the Annnity Tabfea. The amount should be 
laiie enoo^ to write off each year the interest on the capital outlay as well as part of 
the ca pit a l sum at a rate tiutt the whole of the capital sum and the interest accruing 
thereon would be written off over the life of the asset. Though the amount written 
off annually is constant, the interest in the either years being greater, only a small sum 
out of the capital outlay is written off. This {»oportion it reversed with the passage of 
time. This method is eminently suitable for writing off the amounts paid for long 
leases which generally involve a oontidembie capital outlay. On the othra hand, it it 
not practicable to adopt the method for writing off depreciation ' on plant and macbi 
nery on account of frequent changes in the value of such an asset which would neces¬ 
sitate the recalculation of the amount of depreciation to be written off annually. See 
lOnstration 6.2 on p. 202 (Vol, 1) Adwaice Aeeoumi by Shukla A Grewal. 

(e) Sinking Fimd Method ; If a large sum of money will be required for the 
replacement of an asset at the end of its ^eetive life, it nwy not be adviubte to leave 
in the ooncem itself the amount of depreciation set apart annually, for it may or may 
not be available in the form of readily realisable assets at the time it is required. To 
safeguard this position, the amount annnally provided for depreciation may be placed 
to the credit of the Sinking Fund Account; at the same time equivalent amounts may 
be invested in government securities and debited to Sinking Fund Investment Account. 
Interest on government securities when received would be re-invested and the amount 
thereof credited to the Sinking Fund Account. The amount of annual provision for 
depredation in such a case is calculated on taking into account the interest that 
amounts annually invested shall be earning over the period these will remain invested. 
When the asset is due for reptacement, the securities are sold and the new asset is 
purchased with the proceeds of their sale. The book value of the old asset, at the 
riitw, is transferred to the Sinking Fund Account. Any amount realised on sale of 
the asset as well as the profit or lou on sale of securities also is transferred to the 
Riwkhn Fund Account and it is closed off by transfer of tl e balance to the Profit and 
Loss Account. 

The amount to be set apart annually by way of depreciation is ascertained from 
Sinking Fund Tables. They readily show the amount which must be invested each 
year to accumulate to Re 1 at a given rale of interest within the stated period. See 
illustralioa 6.3 ibid. 

If the cost of replacement of an asset is estimated to exceed its original cost and 
the pidicy of the management is that they should be met without raising any fresh 
capital, the amount set apart annually should be sudi as investment in speciiM secu- 
istiea would yield the required sum at the end of the period. The amount set iqmrt 
for the r i frlivT r «*" t of the asset over and above the normal depreciation, calculated 
enthabaalBof the original cost, in such a case, would be an appopriation, of pndite 
which shmild be credited to a Piaat Rehabilitation Resefve,aiid not to the Sinkfag 
Fund. 



The afonnentiaoed mediod imy alw be op era ted a Uttie dME Mertjy. The 
anmatietivartosMeoaiitordepraciatkm. iBitead nf hithy fWTMlTid amiaany hi iho 
purohaae oT Oovenment Seooritiee mqr be pafd out a pcemhtm oa a pc;^ nttnfa^ 
at the eod of We of the aaaet,faraii amoont eqaal toWe earn that wfli beieti e iied 
for it! RplBCCtllClrt* In that case, the amoaota Wpmnia, when paid adfl be dejWled 
to the BoHcy Aoooimta inMead of the Investment Aeotnud. 

(n order that the debit balanoe in the Policy Aoooont may truly idiect, at ttq' 
end of each year, the amount that the ineutanee company would pay if the poUcy 
were to be discounted, the bafauioe in the Policy Aooonitt is s omet in ie s adljnsted at the 
end of each y«u to make it correapoad to the sonender value of the poHey hy tnae- 
ferring the balance, udikh is in mcasa to the Sinking Fbnd Acooimt But is not 
necessary to do so. On the maturity of the policy after die amoimt has been received 
from the insofanoe company, any balaooe in die PoUcy Aootmnt. adiedier debit; or 
credit, it transferred to the Sinking Fund Account See lUnstiatkm on p. 0706 of 
Aecounumey by W. Piddes. 

(0 MacUiuHour /tele System : Where it h pncticableto kcepa record of 
the running hours of each machlos, t^edadon calculated on dm i»«t« of horns that 
a machine is worked is provided in the accounts. The madihie hour rateofdqite- 
ciatioa is calculated 1^ estimating the total number of hours that a maghw would 
woric during its whole BCs and the amount for which it would tell at the end of its use. 
fbl life. 

Such a method is suitable only for exposive machines, haviag a limited Ufe so 
that it may be possible to allocate its cost more soieatillcally. not <» the *wt it of days 
or months during which it is kept ready for nae but according to the time it is »«twiiy 
used. The hourly rate of depiction, however, may have to be varied ftom time to 
tine on consideration of the changes in the economic and tedinologkal nniiitiffg u 
place to enwre that the amount provided for depnefedoo come- 
^pSW'WKat considered eppropriate in the changed d rc nm et aa cee. It would be 
observed that tha method is only a variation of the strait line method, onder triiioh 
depieciatiwi is ckhmUted for a year: under this method it is calculated for cadi hour 
the madiine ikorks. 

(g) Dephtfan gfetAod;Thia a w Hi o d is usad in caae ofmiaas, quarries, etc., 
oonlaiaing only a certain quantity of pntea The dqireciation rate is cafculated by ' 
divvihv the cost of the aeset by dw estimated quantity of psodact Iftdy tobeavak 
lable. Annual depredation will be the quantity extracted multiplied by tly^ >te per 
unit. See Illustration on p. 0712 of A e e mm umty by W. nddes. ^ 

PROVISIONS AND KISERVES 

Pr qv W oB means "any amount written off or retained by way of providins ftv 
d^redaticM. naewal or dimiantion in value of asrats, ot retained by,way of provii^ 
for any known haUlity which ^aracmat cannot he det ermin ed with mbalaatial 
aeeuraey" (Part III. Sdiedulc VI Ijy the Coaspanlra Act). 
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llM^^pre«irioBiai)rb»dllwriareq)ectoflo«intbevaiMofia Mwtpiovi- 
dedArwmoroffootfiebuteoru esdnuteor the one in tetpect oTi UnbHityfttr - 
nptmm tacamd or in reqwot oTn dnim wfatoh b dhputed. i.e.. when H ii • contii«- 
eat Ob the occurrence of n diminutioa in anet viitBet due to tome of dten - 

bnviaf to com itiecovemble or itod^ itenM me loit ae n mult of eonM nnturai culn* 
ini 9 «niBOOHliooMtibotedor tiunfenedfrom pn^to makegood the diminution 

The fbUourlng are inttancea of amount relanied inthebusiaeM ootofenming 
for dWetcBt putpoata that are deaeribed at pcovUcBs: 

(1) Amount prodded for meeting daimt whiA are admimible in prindple but 
the amount wbereof hat not been aacertained. 

(2) An i 4 iim>pciatioo made for payment for tana atill to be i|atcaaeda 

(3) Amount aet aaide for writing oS bad debta or payment of diacounu. 

The term ‘reaerve’ it not defined in Part HI of Schedule VI except negatively 
in the aenae that profita retained in the buameae not'.luving any of the attributea of a 
‘provition* are to be treated aa a reserve ; also proviaiont in exoeaa of the amount 
etmaidered necesaary for the purpoaea theae were originally made, are to be conaidered 
aa naervea. It it dioa evident that provitiona are a charge againtt profita, while 
raatfvea are an ap p r opriation of profita. Alto, proviaioaa that ultimately prove to be 
in exoeaa of accounta required (v have been made too liberally, arercaervea. Such 
adiatinction it eaaentialfor ditcloaing truly indie balanceaheet the amount by 
whidi the equity of ahaieholdera baa incmaed with the accumulation of undistributed 
profits. 

Iriaarra IM: It aignifiet the amount atanding to the credit of the reaerve 
that is invested outaidrthe busineas in aecuritiea which are readily realiaable e j., when 
die amounta set qwrt for rs|daoement (rf' an assets are inveated periodically, in govern- 
tecuritiea or ahara ; the account to which theae amounta are emnMny credited 
is deacribedas the Reserve Fund. StudenU should refer to Study Paper VI on 
Anditfais. 

CONVINTKWS BEGABIMNG FINAIdAL STATEMENTS 

' A fffiT'PPtv"^ bsve followed the undermentioned conventiona (or doctrines) in the 
preparatimi of financial atatemenu: 

(i) OmtisMtey : The vahies of vaiioua aawta and lia bi l i tiea dtould bo.eom> 
puled ftem year to year ob the tame basia. For example, depredation on fixed assets 
and provisknis for gratuity shObd b« adiustc<i* <>(> I’*"**- 

any reason, a change becmnca ncoesiaty, the fimt and the cAct of the diange on Ae 

amount of profit or lorn dundd be disdosed sqnmtdy. 

(if) Dbdotnre : Aooounts dioold be ma int s in ed in andi a manner Aat they 
would all the information requiring diacloaure by the Companies Ad or the 

act toAeooooem: abo^ the attempt Aodd be to make Asm 



meMoingfuI or usefui to MlI tbote who are eatitkd to receive them. Oe them mnrifcfi 
(font, die amount of 181 V material purciiased ji thown aqHumtefy fitm tmtory merely 
the atatemcnte of account of a eubsidiwy are attacbad with thoce of the JbcJdtaf com* 
pany. etc. Diiclosure depends to a latfe extent on matmiality. 

(ill) Materiality: ‘Materiality’ has to be mteipretcd negatively, in the aense, 
that it is the information the noonlisclosure of which would vitiate die tne and flur 
character of the financial statements. It k difRcuit to lay down any atandard by 
which materiality of an amount could be jod^ for it is a matter in whkfa decision 
must be taken having regard to the magnitnde oi the amount and ita natun in lelBtioa 
to the profit for the year or that of the amount of aaaeta of Ihdiility of it ia a part. 
For example in the case of the Pn^ and Loaa Account, if the aaaount of profit or 
loss has been affected due to a ebaage in the basiB of nooounting. e^ MUnahnent of 
depreciation, provision for gratuity, basis of valuation of atodc, the amount nmst be 
dkeiosed. if it is material in refadion to the amount of total amount chaiged. For 
instance, an increase in depreciation of Rs. SOO due to a dmage in the baam need not 
to be disclosed if the total depreciatioo charged k say. Rs. S,OOlOOO. Sknilarly, an 
appropriation of profits to a reserve need be ditfloarid only if it k ■I fUtw—r having 
regard to the size of the profit of the year. In the case of a sheet, an amount 

included either as an asset or a liability (baviqg no effect on the profits of the yeas) k 
comidered material if it k substantial ia rdatkm to the group to which it behmgB and 
the proportion that the group bears to the total assets or For »"■«■»«», the 

amount of contingent liability account of the guarantees given by a company on behalf 
of a party would be material if it k a significant proportion of the total amo^r for 
which the company is contingently liable, and the total of the cootingeat itehiih ws k 
large in relation to the total liabilities. In such a case, the amount and its general 
nature would have to be disclosed. 

(iv) Conxerratiim ; Acrountants proverbially are conservative, in the lenae that 
they refuse to take into account profits unless realised. Ncverthele^ they anticipate 
losses. On this consideration, closing stock k valued at coat or market price whidiever 
is less. On the very same criterion, fixed assets are not written up u^ all the fixed 
assets have been revalued by an expert. 

LimltatloiiB of Fiaaacial StateuMuts : Financial statements Buffin' from a number 
of limitations. These must, therefore, be studied with care, in order tb«« co r rect in* 
furences may be drawn. The limitationf are leas serious if the objective k only to 
appraise the performance of a single company over a period of yeara. Where, how¬ 
ever, a comparison of the working of different companies for the same period k to be 
made, it can be misleading unlea the companies concerned have Ibllou^ thd/ '^Sie 
system and bask accounting. On the aooouat, a comparison of the profitability of 
different indnstries on the bask of finandai statements, should be undertaken only if 
it k not practicabie to make such a comparkoo on afty other bask. 

The principal Umkatidns affecting finandai statements are the fottowfa^: 
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t*? i Aoooaatfog record aad, on that aocouitt. the financial 

ttttMtmttw pnomd oa|)r oo the baab of the money eaioe prevailing *t the time 
the tnuMaotioaa were eotered into. Thm, the effect of aabeeqnent ohai%e» in the 
vafam of money b taken into account At times this has the effect of m iking the 
•tateoMnia of aooonnt quite mhleading. To lake the obvious exampfe of a bouse ■ 
boat in 193S, say. at a cost of Ri. 1S 000 In 1973 the benefit receiraUe from its occu- 
patioa will be as much as that of a house created in 1973, say at a cost of Rs. IfiOflOO. 
^diebooseb indaded in the finaadal statements at its origiiMl cost, as normally it 
jMmc4d not eoaopy o troe picture exaept to a knoirfedgeable person. 

f 

Tbc lioutatkMi can be serious in the case of other companies that have been ' 
working over a long period over which priceB have changed radically. It is, however, 
not easy to get over thb difficulty, since revaluation of fixed aaseto, apart from tilin g* 
costly, b not very practicable when the value of money b continually falling. On thb 
account, hbtocical cost otmthnies to be the accqrted basb for the prqtaration of finan¬ 
cial s ta leme n ta. Another factor whidi often obaourr the true financial position ot a 
ooaq>aay b ombskm of intangibb assets, e.g., technical know how and goodwill from 
tbebakiioe sheet 

Tbouib b nuy not be possible to do mudi to remove the limitations menthMied 
above, one must always remember to read the balance sheet and the profit and loss 
account in the liOht of what they cannot reveal as well as what they da 

(b) AimagiNe stnmgth end veeknat : The company always has a number of 
strengths and weaknesses which cannot be shown in the balance sheet, e.g., the 
quality and oaUbra of its staff. These must be kept in mind while judging the finan¬ 
cial positioo of the company. 

(o) Perpettnd c e nttn e ity end periodical eecomts : Financial statements ordinarily 
ate drawn up at the end of eadi year but the accounting record b maintained on the 
■fMwwfrinn that the b ni incss undertaking shall continue to exist for ever. In 
quenoe, modi of the eipenditure, other than revenue eaqienditure, has to be dbtributed 
■dibiarily over a number of years during which the benefit of the expenditure b 
ted to arise. As a result, fin a nc ia l statements of account are not absolutely correct 

Though tty the e iiaotment ot Section 205 of the Companbs Act, containing pro- 
vbloos regarding adjustsaeot of depreciation meet of the capital eKpenditnre b now 
‘dbtiibnted over die vaxions years on a uniform basb, the management still b left 
^ wtdi dberetion at regards vatoation and treatment iff a number of haset’, some of 
wUdi are mendoaed below: 

0) OoodwOl and idler intangible aaaels ; 

(fi) Wasting assets like mines, quatriee etc.; 

OH) Dsihr i ud Revenue Eq^enditoie; and 
. Qv) FIctitioue m eets Mm PraHnd ni iy atysnsm, Dbooun t on IW bstp w s^ etc. 



As a resatt, if one oMipaay foftawt one awthod as lepit^ ^ ar 

mofeoftlMseisMlsandtbeaeGaMlafMXher. the ia tn e M tMit shoMi %tlhi M 
companies are not ooa^ierabie. 

(d) DlffemitbiuesofaectimttiHii k is pemiMible for a eonpaiy wMhIl eso; 

tai:i Hinits to adopt diffireut policies fot the prqtaration of aocoout—saloatiaa of 
various assets and distribittioo of espa sa iitu ia over ddfereat periods of jMecmat For 
exatn^. a company may decide to provide amiHally for payaasat of os^'*^ 

gratuities to staff a^ thus build up a 'faad* oat it which sooh pagrossats 

made uitiinately whereat another company may deal whfa these only wliea aotaal ply> 
menu are made. Similarly, a company may decide wfasther or not to iadude iotaa* 
gibk asMtt amongtt Ht atsett or manner in which the amoonU diereof eboold be 
written off overa period of y«ia. 

Whatever beds of ecooHiwing is decided apoo the nasa amat be followed eons* 
taatly, kom yesrto year. Whoever it is dqmftsdftoai. the effect of it woold have 
the effect of obscuring the profit of the year in which the ^anffs in the basis of 
accounting is made. 

(e) ktmagfmmt Poikiet : There is general taprsMioa that each 
endeavour* to earn at much profit as it can. This is not wholly correct. The managa* 
ment okra atlempu not tosdlow iu profit In rite above a level that it nmtHitn 
appropriate, in the oireumstances it is fonctkMdng, due to a variety of reasone. This 
maybe: 

(0 disiadioatiao to undertake new rhiEB and re t pooi b i l i ti as on account of 
high rates of tasation : 

vii) fear of the odium of profiteering—a repuuuion that prioea cfaaiged by tlw 
ooneam for Ha goods are not reasonable: 

(ai) the foar that hufeir profitt may give rise to a demand for higher wages 
which ma> throw the eoeu and pcicea relatinnship out of gmr or an impeea- 
sion may gala groood that there has been an in cre a se d woifc-load on die 
workers which may lead to (Uacontentment amongst them ; 

(iv) the fear that the concern may be consideieJ to have developed monopo¬ 
listic tendeaciet : 

(v) oonsideration of maintainhig efikieocy ; nnd V 

(vi) uttwilUngcieee to expend, unduly on account of uncertainly of di| 

To conclude, on these ooneideiaiions, flonaoial eia tea mntt need to wttndied 
with great care ; the informatioa disdoeedby them has to bejufiged mtiM Ugbtof 
the economic changes, such as .inllatioitary condition over the short period, m well at, 
over the long period (like one on witneased ia India after 1961) and the nature of 
managetuent and iu bask motivatioas. Doffiitedie liss i ta ti ons, the financial stata- 
«Tiantt,vSfifiad by iadepeodentaudiion, often aristhn only twgMa evideaoe avaHabte 



» pMi^Sily and tiic finandal poiittoii of • oonpany. Tlieir tanpsrtuice, 

tlw db m irtiitft be mdM>iteted. If praperiy malywd, they are capable of yielding a 
iooddf tafbmaHoii. 

SLT-EXAMINATION QUESHOMS 

neee aaw tte ae aw lalinM toaMUettoMadiattolMklifanwIadai befbra 

lelw irtllw oSTSdeahSlidCeeataSEr*****"^^"***"**" 

!• Wo«Mypnooaild«ttiefdloiriiit aBaraveanaoraeapitaloliaite? State 
yoBT reaeeiia in each eaie. 

(a) Coet of eoaveyanoe of a newly acquired property. 

(h) Expenee a hm u rre d on de vd oping a new tract of land aa a rubber plantation. 

(c) Heavy legal expemei mcnired by a newspaper company to deibnd a libel suit. 

(d) Labour and material expended by a factory in manufacturing a part for its 
plant 

(e) Coat of tour abroad by the sales manager to develop markets. 

(f) Cost of part of machinery replaced becinse of irreparable danuge during 
transit. 

2. A newly se^up msnufacturing concern had incurred various types of expen* 
ses during the construction period, e.g. (i) travelling expenaes of directors 
for trips abroad for purchuing capital goods, (ii) salaries and wages paid 
to tcdinical staff for erection of the madiinery, (Ui) salaries and Wages paid 
to nofMeehnica] staff, and (iv) nisceilaneous expenses, such as rent station' 
cry and printing postage and telqjrama, etc. The factory is still under 
construction. The company desires to capitalise the above expenses. State 
with reasons whether the expenditure is properly chargeable to capital. 
Show how you would deal whh the above expeoditare in the final accounts 
of the company ? 

3. A company, which doses iu books each year on 31st December, bought on 
1st January, )970, a second hand machine for Rs. 23,000 and spent Rs. 
2,000 on its overhauL The expected life is S years of 2,000 hours each. 
During 1970 and 1971 it worked for LSOlai^ 1,000 hours respectively. 
Calculate the amount of tbe depreciation for the two years under ail the 
possible methods. The Income tax Rules prescribe 40% as the rate of 
depcedatioa for the machine concerned. 

4. A mine estimated to contain 1,00,000 tonnes of minerals is leased at a cost 
of Rt. 15,00,000 and was expected to be worked for 10 yeara. During the 
first year, prodactioa was 6,000 tonnes. State the amount of the depred- 
atfam na^ three methoda of depreciation. 

5. A manhinn waa bought on Ist July, 1969. for Rs. 50,000; dapred at ioa is 
gsvsMadMwrlnmtdofambadBstl^PA. Itwastfcardadoa IdOdober, 



1971 tiidscrtd for lls. 26,000. Aeoovnts are oloeed eech ywr oa Jlat 
Deen^er. Piepaie the ■reetry aooouala. 

6 Tbe DepnciitJon Ftand in letpect of inachiner> of A Ltd. atood at Si. 
1,20,000 on IttJaoaaiy 1971 a^ was invMted at par in tovemmeat aeco- 
rities prodocinf 5% pn. The cost of tbe madiinery was Rs. 2,50,000 the 
annual amount of depredatioa was Rs. 25,000. 

On 31st Deoem^, 1971. the machinmy was itptaoed byaaewone 
costing Rs. 4,10,000 ; some parts of the old maofain^ wese taken by tiie 
sun>lier for Rs. 10,000 and Ac remaining portkn was dhp oaed of fw Rs. 
1,10,000; investments wen realised at 94. Piqnue die necessary ledger 
accounts. 


7. Point out which of the statements given an i n co r rec t 
(0 Depndation geneiates funds. 

(H) DeprecistiiHi amortises the cost over the life of asset. 

(iii) A company need not, if it so wishes, provide depreciation on leaaeholda. 

(iv) Depreciation cannot be provided in case of loss. 

(v) An example of a provision is diat for the Capital Redemption or Dividend 
Equalisation. 

(vi) Cost means materials plus labour. 

8 . For eadi question below mom than one answers have been given. State 
which one h correct. 

(i) The Zed Company, a adioie seller estimstes the foUowing sales for the 
indicated months: 



June 


1971 


Rs. 

Credit Sales 

1 S4».000 

OsshSaks 

24».000 

Total Sales 

17,00,000 


July 

August 

1971 

1971 

Rs. 

Rs. 

164 )0,000 

174)0,000 

2 ,10,000 

2 ,20,000 

18.10.000 

19,20,000 


Selling price is 125% of the purchase price. Stock in trade at the b^tnn^ng of 
imch month is 30% of that month’s esthnat^ cost of goods sold. / V 

(a) TbeoostofgoodsaoldfortbemoathofJune 1971 is: 

(a) Rs. 15,20.000 (b) Rs. 14,02,500 (c) Rs. 12,75,000 (d) Rs. 11,90,000 
(e) Rs. 13.60000. 

(b) Stock pnwihsserl for July 1971 is: 

(a) Ra. 1005,500 (b) Ra. 1074,400 (o) Rs. 10404100 (4) Rs. 1012,900 or 



(P AnwthjfctfrMrtaHy 

< 1 ^ Im Mi llion prabiblo wrine of am bat Baqrio^itea if a 

givHi ftatim OTont oooan. 

(e) k oomiotily aMocinadwitfaoiioHtfi^ioMca n ^ 

(d) k not dinlowd in the iaaacW •tateamL 


00 TbetabMtiMflfatoolciiitmdeoanprkwooetbMk 
(e) would nAkve Om eniM moH M dkeot eoeliiis. 

(b) wooldeaehidennoveibMidfioiiitheooetofohMiBgelodL 

(c) k ahmyi nchieved iriiea ctudud ooetiat k adopted. 

(d) k always ediieved when the UFO low aenaqidoa k adopted. 

(HO I%(ed AMels thoald be shown at oott kse aocaamlated depfeckt i on on 
a bakaoa sheet dated Deo. 31,1971^ wilese ; 

(a) some obeoleacence k hnown to hate occ uf red. 

(b) a revaluation dkdoe es a Mihw value. 

(c) the amouit of bsmaiioe carried on the pfopertyk well in caeeae of its 
book vahie. 

(d) the assets were written down parsuant to a scheme of noonetiaotion. 

(iv) When a part of the stock in trade k pledped will a bade ae aeouity for a 


(a) the value of the portion pledged shonid be tnb nia ote d from the defat 

(b) an equal amount ftom Ae Profit and Lorn Aooonat abonJd be tnuAr* 
ted to contunencies teserve. 

(c) the Ihct should be disclosed but the amoont of current aaeets should 
not be affectod. 

(d) Ae value of pledged stock in trade should be oonaideted u flaed owet 

(v) The provkion for cuh dkoounts udiidi would qipear as a de dn etio n firaos 
Aindry Debtors on tlw balance sheet k an effect of the app Ika tio M of (n) 
Conskteney pnnoiple.<^b) Matdtiaf prino^ (e) hfaterklky principle, (d) 
Revenue {wincipie. 

(vi) Charging off a watte paper bosket with an eMkntednMAil UftoflOyeaia 
asan eapensewf the/periodwbrn punbasedkaa anoapkoflp) Consk 
tancypriadpie. (b)Matcfai^ principh, (c) ll el wi a i iy pri i i» li W Con 
prkw^le. 



w 


/vU) Pnpoacau of hutoriad cort iliowiDf Sxed atfett «t coM 

that ja compvmm wHb otlMr ymJimtioo Hu d lio J Stt AAttto 
Sbeet ptupote, $Utemeatt pr^rad tnfoc bktoekmt coat ate W0fa,(a) CH^e^ 
tive (b) Refevaat (c; Indicative of the entry't purcbMuotf power (d) Cooer* 
nrthw. 

(viiO The * 00 0 an t in g concept of matdung k beet deoioiietrated by: 

(a) not feoognfzhig any expeoee imleis eome revenue k realiied. 

(b) aiMeiating effort! (ooct) with aocomplnhinent (income). 

(c) taking prepaid rent ae income. 

(d) making a provieiott r<v poMiUe ftrtnre dedine in stodc value. 

(ix) Underetatement of work in iMogrem at the period will - 

(a) An under-state cost of goods manufactured in that period. 

(b) overstate current assets. 

(c) overstate gross imfit firom sdcs in that period. 

(d) understate net income in that period. 

10. From the following information iwepare the manufacturing account of 
Mr. Fopat Lai for the year ending 31st December, 1970. 



Rs. 

Purchases 

10.00.6SO 

Factory Salaries ft Wages 

1,33,680 

Carriage inward 

10,200 

Faetwy insurance paid upto 31-3-7I 

600 

Depredatkin of Plant and Fixtures 

2.025 

Oflee Furniture and Fixtures 

I.0S0 

Depreciation tff (hetory building 

3,625 

Opening Stock: Raw materials 

2.13,800 

Flnshed goodfe 

91,060 

Closing stock : Raw materials 

1.80,300 

FInisbed goods 

96jm 

Return outward; Raw materials 

3.455 

Factory power 

' ^19,800 

Saleof Bcmp 

350 

Increase in work-ln-pfogress 

3,650 


11. Ftroin die fbllowingpartiadais, ascertain the value of stock as at 3lBt Maidi 
1971 and abb the net proAt for llie yew: 
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Stock at on 1-4-70 
Puichaaet 

kAuraracturiaf Expemea 
Sdllng Expemet 
Admliiiitimtive charfci 
Hnandal chargea (Intereat) 

Sales 

Oroaa Prc^ earned during the year mu 20% on tales. 


Rs. 

llfiOO 

7609 

15000 

6,030 

2,130 

1,20,000 


1. Revenue Expenditure (c). (e) and (f)—these may also be treated u deferred 
revenue exp^Hure. 


2. All expenses may be capitaliied to the extent nmwssij for construotion of 
work. 


3. Straight Line Batis 
Diminishing Value Basis 
Sum of Digits Method 
Machine Hour Rate 


Rs. 3,000 and Rs. 54X10 
Rs. 10,000 and Rs. 6,000 
Rs. 8,333 and Rs. 6,667 
Rs. 3,730 and Rs. 2,300 


4. Stmight Line Basis Rs. 1,30,000 

Sum of Digits Method Rs. 2,72,727 

Depletkm Method Rs. 90,000 

5. Lots Rs. 4,600. 

6 . Profit Rs. 13,800 aAer adjusting the loss on sale of investments Rs, 7,200 

7. (i)(iv).(v),(vi). 

8 . (e) Rs. 13,60,000 (b) Nmie of the above. 

9. (0 a, (U) b, (iU) d, (iv) c, (v) b, (vO c, (vH) a, (viii), b, (lx) d. 
la Cost of Production Rs. 11,99,975. 

11. Stock on 31st Match, Rs. 6,230; Net Profit Rs. 1^800. 


Hn stall Slats Mill. Go,. (Pnai Pepc] 160, AJawl Oats, Daihi-6 Phoos: 26S16S 

)0,i00(VApti),l4(RmrM) 
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FUNCTIONAL ACOOVNTB 

Tbe primary ftmcdon of foaodmxal acooanti if to give a dear aad infonD»> 
tive {rictiiM of the ligniflcaat operatiooe of the eaterprite. Tbit ean oaly be 
prorided by aaalytiag aad clautiyiag tbe variety of traaiactioaf entered iato by 
tbe andeitakiag, particolar attentioa beiag paid to accoonting data vhicb would 
diieloee tbe itrength or weaknen of the bniiaeas and the caoeea which have 
been reaponaible therefore. Therefore, tbe form of the reveane acconnt aboold 
be anoh aa wonld difcloae the relationihip between diflerent group* of flgnree by 
whidk the contribution made by dilbrent activitiet and operation! to the profit 
pf the buainefB can be judged. 

For designing tbe forma of accounts, it is essential that the accountant 
should have an understanding of the nature of business and should possess tbe 
capacity to analyse and classify the transaction in a significant manner. Tbe 
form obviously is also dependent on the accounting system adopted by the 
concern; for, unless the figures which are to be included in the financial state* 
ments are produced in the normal course, much time would be wasted in the 
a^natment of figures shown by the books of acconnt. Generally, the forma of 
account should disclose such information as is considered neceuaty for forming 
an opinion about the financial position of the undertaking and the profitability 
of its various activities. 

In recent years there has been a tendency to indude figures in the statements 
of accounts by significantly grouping them in a manner as wonld enable tbe 
results of each year to be compared with those of the earlier years as well as 
with those of other concerns engaged in similar trade or busineu. 

Every efiTort should be made to show the manner in which the operational 
profit is built up, by stating each item of income, the expenditure incurred in 
that behalf and disdosing separately the non-operational items of income and 
expenditure. 

Students, it is expected, are familiar with the system of accounts maintained 
by a wide variety of commerdal undertakings which are commonly found in the 
country as well as the forms in which their revenue statements are drawn up 
i.e., a manufacturing company, a trading concern, a bank, a hire purchase 
company, etc. There is, however, a number of commercial activities which in 
recent years, have become quite important and which, due to the nature of 
transactions involved, require accounts in forms which are not common. An 
attempt has been made in this study paper to explain the significant features of 
the system of accounts of some such activities and tbe manner in which their 
operation results are presented. 

CONSIGNMENT 

If goods are sent by one person to another, who sells them on behalf of the 
first person, the transaction is known as consignment. The person who sends the 
good* to be sold in this way is refered to as the consignor; the person to whom 
thqr are sent is the consignee. The legal relatioBship between these two persons is 



that of prinOipol and agenL Therefore, iHien foods are tent, no ineoioe it 
prepared; instead, only a proforma invoice (one that looks like an invoice bat is 
meant only to oonvey>relevant information) is made ont 

The oonsifnee is remnnerated for hh service by payment of a commission 
which is usually calcolated on the amount of gross sales. If the agent, in s<l d itio n 
to selling the goods, gnarantees that the proceeds of sale in case of any credit 
sale shall be paid to the consignor, he is paid additional commission for under- 
taking this rl^ which is described as del credere commiuion. But the agent 
would not be liable if the customer refhtes to pay because of a dispute. 

‘Consignment Outward* means goods sent by the principal to hit agent 
for sale. ‘Consignment Inward* implies goods for tale received by an agent 
from his principal. The statement of account submitted by the consignee to his 
principal, containing detailed particulars of goods received on consignment, 
sales made, eapentet incurred and commission payable and the net amount doe 
to the consignor, istdescribed at Account Sales. 

Student! maf ttote\tke form of Aeeoimt Sale! at page 139 of the text book No. (U). 

Aceonnt antrlsa la the co a a lg ao r ^ books: Two essential facts should be 
borne in mind tor aecnrately representing such a transaction in the hooka of 
account: (i) that the tranaa^on should not be treated at sale till the goods are 
told, and (ii) that the liability of consignee in respect of the price of goods sold, 
less any expenses incurred by him and amount due to him on account of com¬ 
mission must be shown in a separate account. It is desirable to know the profit 
earned or loss toSBred in respect of each consignment or each agent. To do 
this, it is necessary to open separate accounts of each consignment (or agen^). 
But there is no departure from the mie that to ascertain profit, the sale proceeds 
must be compared with the cost of goods sold through the agent and the expenses 
incurred in this respect both by the consignor and the consignee. 

The three difierent methods of preparing Consignment Accounts, that fi re 
into account these principles, are dncribed below. They diffbr from each other 
on account of the varying basis on which the invoice for goods is prepared. 

Coot Mathei : The method is followed when goods have been consigned at 
cost price. The various steps necessary for preparing the accounts according to 
this method are the following: 

(a) A Consignment Account is opened in the General Ledger Of the 
oonsignmentt are onmerons, the name of the consignee is added to the title of the 
account). To this account, the cost of goods sent ont on consignment is debited 
and, for completing the double entry, tlm amount is credited to Goods Seat on 
Consignment Account. All expenses incurred in sending ont the goods are abo 
delated to the Consignment Account. 

(b) When part of the goods has been sold and an Acconat Sale is noahred, 
the amonnt of gross sale, proceeds of dw ^ods is debited to the persoagl eoeomm 
of the eenelgnset the eqwassB incurred h)i Ua and the eonuniesion dne to htah 
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•n cndtted lo hioi; the coatn entries ere nude in tiw Consifnnienl Aooonnt 
Whra the nmonnt dne from him is received, his aoconnlis dosed oS. 

(e) For determining the profit or loss on the sale of n part of the otmsign* 
moot, the nniold stodc is vdned, either at oost pins non-reonrring expenses or 
at the current market price wUcbever is lower, and the amount thereof is 
credited to the Consignment Account. It is ehlier brought down as a debit 
Imlanoe in the Consignment Account or debited to the Consignment Stock 
Aooonnt. The balance of the Consignment Account, which is the profit or loss 
on stocks sold is transferred to the Profit ft Loss Account 

(d) The balance in the Goods sent on Consignment Account is transibrred 
to Purchases Account in the case of trading eonoeras and Trading Aooonnt in 
the cost of manufacturing oonoems. 

Vabuttpn of Stock i In valuing unsold stock, only the rateade proportion 
of non*reonrring expenses should be added to its oost. For example, if transport 
dtarges amounting to Rs. 60 were incurred on a consignment of 100 quintals 
and 25 quintals of merchandise remain unsold, only Rs. IS, being the rateable 
proportion of the expenses relating to merchandise remaining unsold, will be 
add^ to its oost. But it should be noted that no part of godown rent, insurance 
charges, etc., for holding the stock at the destination, ready for sale, will be 
added to the cost. 

Ahornatifc EntrUa t If it is desired that the unsold stock on consignment 
may be considered as part of the general stock, the followbg procedure will 
have to be adopted in dealing with the closing stock in consignor’s books: 

1. Credit the value of the closing stock to the Consignment Account and 
bring it down, as a debit balance, in the account in the usual manner. 

2. Debit the value of the closing stock to the Goods scut on Consignment 
Account and bring it down as a credit balance in that account. 

The result of these adjustments will be that a credit balance will be carried 
down in the Goods Sent on Consignment Account equal to the debit balance 
brought down in the Consignment Account; thus the balance of unsold stock in 
the Consignment Account will be eliminated and the credit to the Purchases 
Account will be reduced to the extent. 

3. Adjust the value of unsold stock on consignment in the General Trading 
Account, in the same way as that of any other item of stock in hand. 

Thus, stock will be included in the General Trading Account, valued at cost, 
as well as proportionate transport charges and oAer expenses incurred in 
sending it to the place or places where it will be sold. 

Lou of Stock I Part of the stock with the consignee may be lost or sufifer 
damage whieh may or may not be recoverable under the insurance poUcy. If 
the lots is wholly recoverable from the insurance company, the amount of the 
claim would be credited to the Consignment Aooount If the lots is recoverable 
from the consignee bis aceount would be debited and the Coswlgnnient Aooonnt 
mediled. B«t» when the lots it not teoovemble tnm gny one, only tiie value 
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of tbs o c i n a l atodc in hand will be a4jiuted in die Conaignment Aoooont with 
the molt that the valoe of the atoefc lost will be aotomatioally written olT agahiit 
the resolting profit or loss on oonrifament. However, a better practioe is to 
credit die Co n s ignm ent Account with the cost of go^ thus lost and debit the 
Profit and Lou Account with any amonnt that is not recoverable from the 
consignee or the insurer. Where some of the goods have been given away by 
the consignee as sample for the sake of advertiMment the cost thereof together 
with propordonate expenses will be credited to the Consignment Aeoonnt and 
debited to the Adverdsement Account. Physical losses on account of natural 
cauau are adjusted by proportionately increasing the cost unsold stock. 

Hhutratien i A unt 1,000 quintals of gnr on consignment buis to B. A 
paid Rs. 200 per quintal u purchase price and Rs. 2 u packing. B paid Rs. 1,200 
as freight, Rs. 320 u cartage and Rs. 400 as rent for ^e godown. It is esti¬ 
mated that a lou of 4% is unavoidable. The stock unsold is 200 qnintala. 
Ascertain the value to be put on it. 

S s lud en : Total amonnt paid : Rs. 


Price of 1,000 quintals @ Rs. 200 

2,00,000 

Packing 

2,000 

Freight 

1,200 

Cartage 

320 


2,03,S20 


“A, 


Available quantity : 1,000 quintals less 4% or 960 quintals. 

Value of 200 quintals : x200-Rs. 42,400 or Rs. 212 per quintal. 

Continuing the above example, if 200 quintals, SO are absolutely damaged, 
uy, becauw of leakage in the celling of the godown, the abnormal lou will be 
212xS0 or Rs. 10,600. The amount will be credited to the Consignmmit 
Account and debited to the Profit and Loss Account. Consignment stock will 
then be only Rs. 31,800. 

Adftpue by the eoiutgnee i Occasionally, a consignee may agree to advance 
a proportion of the sale value of the consignment to the consignor and, in 
pursuance of the arrangement, may either accept a Bill for the amount, which 
is discounted by the consignor, or may remit the required sum to the consignor. 
The amonnt of such an advance is credited to the personal amonnt of the con* 
signee and not to the Consignment Account since it is repayable only by adjnst- 
ment against the sale proceeds of the goods. The discounting chargu on the 
rai, accepted by the consignee, since they are not an expenu of the consign- 
ment, are diarged to Profit and L«s8 Account 

Students ekontd work through the UIuitrotioHt on Page 14$ ttf the text book 
No. (U). 

CansIguMat B t uA and Trading Ac eena t Method t For each consignment, 
a Ooasigtiment ftodt Aeoonnt Consignment Expenses Account Consigemeat 
Trpdtag Aoooant and Consignment Profit sad Lou Account ean be opened 
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CoBtiimiieiit Stodk Acooont will ahow opeoiof stock with the agent and wilt 
be debited by gooda sent on consigDinent during die year. The ooat of goods 
sold will be transferred to debit of Consignment Trading Acoonnt so diat the 
Consignment Stock Account will show the year end stock still unsold, as balanoe 
to be carried down. 

The Consignment Trading Account will show, on the debit side, the cost of 
goods sold, as transferred from the Consignment Stock Account, and will be 
credited by the sale proceeds, which will be debited to the agent’s account. The 
amount of gross profit shoum by this account will be transferred to the Con* 
signment Profit A Loss Acoonnt which will be debited for expenses incurred by 
the consignor and consignee as well as his commission. The proportion of 
expenses applicable to unsold stock is carried down as balance in the Consign¬ 
ment Expenses Account. Now the Consignment Profit and Loss Acoonnt will 
disclose the amount of profit earned or loss snfflired on this particular consign¬ 
ment. If the goods are invoiced at a higher price, a memorandum column may 
be added on both sides for invoice price. 

IMuatratiou t The Calicut Consignment Stock Account in the books of 
Ratfjh of Bombay showed a debit balance of Rs. 1,SOO representing the cost of 
ten bicycles on 1st January 197S. On the 1st March, Ranjit sent a further con¬ 
signment to Calicut of 40 bicycles costing Rs. 160 each. The freight and other 
charges amounted to Rs. 210. On first June. Calient agent sent an account 
sale showing that S bicycles from the old stock realised Rs. 140 each and 25 
bkyclea from the second consignment realised Rs. 200 each. 15 bicycles 
remained in stock unsold. The Calient agent remitted an acoeptance for 
Rs. 4,000 which was discounted for Rs. 3,915. Two bicycles from the old stock 
were unsaleable, which the Agent returned to Bombay, on which be incurred an 
axpenditnre of Rs. 30. The agent is entitled to 5% commission, which covers 
all out of pocket expenses in respect of consignment. 

Prepare Consignment Stock, Consignment Trading, Consignment Expenses 


and Consignment Profit A Loss Account, supposing that Ranjit closes his 
accounts on 30 June. 

SulatiM: 



CaUentO 

iinelganu 

Hrt Stc^ Aceouat 



197S 


No. 

Rs. 

1978 


No. 

Rs. 

Jan. 

1 To Balance b/d 

10 

1,500 

Mar. 31 By Consignment 



Mr. 31 

„ Goods sent on 




Trading 




Consignment 




A/c, cost of 




A/c 

40 

6,400 


goods sold 
„ Goods sent on 

33 

5,200 






Consignment 
A/c (Return) 

2 

300 






n Balance c/d 

15 

2,400 



30 

7,900 



90 

7,900 



htm 


IfTI 


To Consifnineiit 

Stock Account 
(Cost of goods sold) 

33 

3,200 

By Calient Agent 
(Sales) 

33 

6,120 

„ Orou profit to 

Profit A Lost A/c 


920 





33 

6.120 


13 

6,120 


CaUeat CoMigMuat Exjpaaaca Accaaat 


To Bank 

210 

By Calient Consignment 


„ Calient Agent, 


Profit A Loss Account 

467 

Bspentw A 
Commission 

336 

Balance c/d 

(freight etc. on IS bicycles) 

79 


546 


549 


Calloat Coarign—at Praflt A Lom Accaaat 


To Consignment By Calient Consignment 


Expenses A/c 

467 

Trading Account 

920 

Profit A Lost A/c 




Profit (transferred) 

453 




920 


920 


Goods iavokod aboTO cost: If the proforma invoice is made out at a price 
above cost, the Consignment Account should be debited by the invoice value 
and the closing stock should be valued according to the same basis. At the end 
of the year: 

(i) Consignment Account should be credited and Goods Sent on Consign¬ 
ment Account debited by the loading i.e., the difiTerence between the 
invoice value and cost: and 

(ii) Consignment Account should be debited and Consignment Stock 
Reserve Account credited by the loading included in the value of the 
closing stock. (In the balance sheet the latter account should be 
deducted from the value of the stock; it should be carried down to the 
next year and then transferred to the Consignment Aceount on the 
credit side.) 

If Consignment Stock Account is maintained, the entries in respect of 
loading will be made in a separate account called Consignment Acynstment 
Aceount (these entries will not be made in the Consignment Stodc Aeeonnt). 



For oMomple, for iooding incfiMfed in the vnine of footb $en $ o» 

Ike Mrtiy wifi be to deWl Ooodf Sent on Conii|nnient Aooowil ^ 
Coneifnment A<yDStnieot Accoont; for loadinf in reepeot of the dodllt tt o nk; 
the entiy will be to debit the Adjustment Account and credit Conaignmenl 
Stock Reserve Account. Neat year, the account will be tranfferred to the 
credit of the A4jastnient Account. The balance in the Adjoatment Accoont arill 
be transferred to Conaignment Profit and Loss Account to which various ex* 
pensea incurred on (he conaignment will be debited, Strictly, a Consignment 
Bzpenses Account should be opened to which the expenses incurred by the 
consignor as well as the consignee should be debited. An amount, equal to 
that which should be included in the value of the closing stock should be carried 
down as a balance in the amount and the remaining amount should be debited 
to the Consignment Profit and Loss Account. 


llna tr a H oa : Shri Jayaram of Madras consigned 1,000 cases of tinned fruit 
(cost Rs. 7,500) to Oovindlal of Bombay on the 1st January, 197S, eber gln g 
them at a proforma invoice price to show a profit of 25 per cent on sales. 
Jayaram paid on the same date Rs. fiOO in respect of freight, etc. During the 
half year ending 30th June, 1978, Oovindlal incurred expenses of Rs. 200 on 
godown rent and sold 800 cases of the consignment for Rs. 8,000. Oovindlal 
is entitled to 5% commission on sales which is duly charged. Record the 
entries in the books of Shri Jayaram. 


SaMea: 

ConsIgnnMat Stack Acenaat 


Dr. 

1978 Carer 

Rs. 

1978 

Carer 

Cr. 

Rs. 

Jan. 1 To Goods sent on 
Consignment 


June 30 By Oovindlal 
(Sales) 

800 

8,000 

Account 1,000 

10,000 

„ Stock e/d 

200 

2,000 

1,000 

10,000 


1,000 

10,000 

July 1 To Balance b/d 200 2,000 

Gaads Sant aa Ca 

June 30 To Purchases 

(or Trading) Account 7,500 

June 1 By Consignment 

Stock A/c 

10,000 

„ „ Consignment Stock 
Adjustment A/c 

2,500 

10,000 


- 

10,000 
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Jan. 1 To Caab : 

Ra. 

June 30 By Conaignment 

Ra. 

(freight and inanrance 600 

Stodc Adfnatment 


June 30 „ Oovindlal (espenaea) 

280 

Account 

2,000 

MOovindlol 


By Balance c/d, pro* 


(Commiaaion) 

400 

portionate expenaea 

„ „ „ Profit ft Loaa on 


(1/3 of 600) 

120 

Oonaignment A/c 

920 




2,120 


2,120 

July 1 to Balance b/d 

120 



GovMlal (CoMlgnao) 



Ra. 


Ra. 

June 30 To Conaignment 


June 30 By Conaignment 


Stock A/c 

8,000 

Trading A/c: 


(Sale) 


Expenaea 

200 



Commiuion 

400 



By Balance c/d 

7,400 


8,000 


8,000 

July 1 To Balance b/d 

7,400 



Canalgnaa 

It Stock A 

LdInBtmeat AccowU 


Cofea 

Ra. 

Cates 

Ra. 

June 30 To Conaignment 


June 30 By Oooda aent on 


Trading A/c 800 

2,000 

Conaignment A/c 1,000 

2,300 

(repreaenting 




loading on 




gooda aold) 




To Balance e/d 200 

300 



1,000 

2,300 

1,000 

2,300 



July 30 By Balance b/d 200 

300 

1 

I 

1 

4 



July 1 By Conaignment 




Trading Account 

920 


Mtmmnmimm Cains MatM: It it uotber method of writing np a Coo- 
■ignment Aoconnt, bat only a modification of the coit price method. The Con* 
■ignment Account it provided with an additional colnmn in wUdk memoranda 
enttka ahowing the invoice price of gooda eonaigncd amount of aalea and value 
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ctUodk ia hand are recorded. In this wajr. die acoonat eholai both tito coal 
Bad invoice valne of itodu condfaed and theae remaiaiiit onaold. The aeoonal 
la treated alao aa the Conaignmeiit Tradinf Aoeonat is whidi eapenaea are 
debited and doainf stock is credited. The net balance of the acooant ia profit 
or lou on oonaignment. The sointioa to the foregoing illostration by the 
Memoranda Colnmn Method is given below. 



Coaoign 

oMBt ta Gavfasilal Aeeeoat 



Dr. 





Cr. 


bttoice 

Cost 


Itnoiee 

Cost 


Priet 



Price 



Rs. 

Rs. 


Rs. 

Rs. 

1978 






Jan. 1 To Goods sent 



1978 



on Consignment 



Jnne 30 By Oovindlal 



(1,000 cases) 

10,000 

7,300 

(800 cases) 

8,000 

8,000 

Jane 30 To Cash. 



.. „ By Stock (200) 2M20 

1,620 

freight A 



(Cost Rs. 1,500 



insurance 

600 

600 

pins Rs. 120, 



I, „ To Qovindlal, 



1/5 of Rs. 600) 



Commission 

400 

400 

„ „ By Loss 

1,080 


Expenses 

200 

200 




ft ft To PAL A/c 


920 





11,200 

9.620 


11,200 

9,620 


Gecda Seat t 

"narigamsat Acceont 




Rs. 

Rs. 


Rs. 

Rs. 

Jane 30 To Pnr- 



Jane 30 Consign- 



ohaaes (or 



ment to 



Trading) 



Oovindlal 



A/c 10,000 

7,500 

A/c 10,000 

7,500 



■ 

— 

-- 

— 


GcvMlaPs Aeei 

mat (rnaalgass) 



Jane 30 To Con* 



Jnne 30 by Consignment 


signment A/c 


8,000 

A/C“ 






Expenses 


200 




Commission 


400 




By Balance c/d 


7,400 



— 






8,000 



8.000 

Joly 1 To Balanced b/d 


7,400 




Jtiahaff m cdWaad to work tut iBrntratlom m fPt ISS-iSS ef toxthook So. 

w. 
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IlMtMtlMi) Vaaupsthy Private Limhed, Pooaa, oonritned 10,000 kf, 
of 1 ^ ooetiiif Ri. 20 per kt. to Rameeh A Co. of Madrai lat lannarj, 1977. 
Vaaaapathy Private Limited paid Ra. 50,000 aa freight and inaoranoe, 250 kg. of 
ghee waa deatrojred in tranait. The inanrance claim waa aettled at Ra. 4,500 and 
waa paid directly to the conaignora. 

Rameah ft Co. took delivery of conaignment on 20th Jannary, 1977 and 
accepted a bill drawn upon them by Vanaapathy Private Limited for Ra. 1,00,000 
for 3 montha. On Slat March Rameah ft Co. reported aa followa; 


CO 

7,500 kg. were told at Ra. 30 per kg. 

Ra. 

(iO 

Their expense! were : 



Oodown Rent 

2,000 


Wages 

20,000 


Printing Stationery including advertising 

10,000 


(iii) 250 kg. were loat dne to leakage which ia qnite normal. 


Rameah ft Co. ia entitled to a commiuion of 4i% on the aalea effected. 
Rameah ft Co. paid the amonnt due in reapect of the conaignment on Slat March 
itaelf. Show the conaignment account, the account of Rameah ft Co. and the 
loaa in tranait account in the books of Vanaapathy Private Limited for the year 
ended Slat March, 1977. 


Beoka of Vanaapathy Private Ltd., Poona 
Conafemnont to Madraa Ae c oo n t 


Dr. 


1977 

Ra. 

Jan. 1 To Goods sent on 


Consignment 

2,00,000 

Jan. 1 To Cash, freight ft 


inanrance 

50,000 

Mar. 31 To Rameah ft Co. 



Expenses 

incurred 32,000 
Commission 
on Sales 

® 4| 10,125 42,125 



Cr. 

1977 

Ra. 

Jan. 10 By Lots in 


Tranait coat 


of 250 kg. 

6,250 

Mar. 31 By Rameah ft Co. 


„ „ CSale proceeds) 

2,25,000 

„ „ By Stock on 


Consignment 

51,316 

„ „ By lots on 


Conaignment 

9,359 


2,92,123 


2,92,125 





Ramsrt 

iftCo. 


Rs. 


lU. 

Maicfa 31 To Contigofflent 

Jan. 20 By Bill ReceivaUe 

ifiojaoo 

Account (sale 

Mar. 31 „ Consignment 


proceeds) 2,25,000 

Account: 



Expenses 

32.000 


Commission 

10,125 


Bank 

12,875 

2,25,000 


2.25.000 

Loss In TranaR Account 


Rs. 


Rs. 

To Consignment 

By Insurance Claim 

4.500 

to Madras Account 6,250 

„ Profit ft Loss Account 

1,750 

6,250 


6,250 



Rs. 

Cost of Closing Stock : 



Cost of 10,000 kg.. @ Rs. 20 


2.00.000 

Add Freight ft insurance 


50.000 

Total Cost of 10,000 kg. 


2,50.000 

Less : Cost of 250 kg. loss in transit 


6,250 



2,43.750 

Quantity available for resale .* 9,500 k.g. i.e., 9,750 250, loss due to leakage. 


2,000 

C<Mt of itock :-X 2,43,750—Ra. 51,316 

9,500 


Prtffit or bus on exchangs i In most cases where the consignee remits sale 
proceed in foreign carrency there arises a profit or loss in exchange, apart 
from normal profit disclosed by Consignment Account. On this ground, the 
acoounis are closed at the end of the year by debiting the consignee with the 
sale proceeds in foreign currency converted at a standard rate; the difference 
betw ee n this rate and the ruliqg rate is debited or credited to the Profit and Loss 
on Exchange Account. On receiving the remittance, the profit or loss on 
exchange doe to the difibrence between the rate at which the consignee’s 
account is debited and the rate at which the remittance is actually received, is 
also transferred to the Profit and Lou on Exchange Account. Tto balance of 
Ae accounts is transferred to the Consignment Account. Some people, however, 
have suggested that instead of transferring the amount to the Profit and Loss on 
Exchange Account, if it is a credit balance it should be transferred to the 
Exchange Reserve Account. This would be a better course to adopt if consign* 
meats ate frequently sent out to foreign countries. ' 



■mIcb t A oonti^M ouket no entiy in the finanoU booln on 
tte ieoei|il of foodt. He merely ma^ an entry in hit atodc book. When 
seoeaeaiy later on, he starti'in hie books a personal aoooanl of the oonsigaor to 
wUeb he debits all the expenses Inonrred on behalf of the consignor. To this 
account, he also credits the sale proceeds of merchandise u and when effscted 
and debits his commission. When the consignee makes np his accounts at the 
end of the trading period the balance, if any. in the consignor’s personal 
account is included in the Sundry Debtors or Sundry Creditors, as the sitnation 
may demand. But the unsold portion of stock in trade, since it does not belong 
to him is not included by the consignee in his stock. 

JOINT VBNTUBX 

A joint venture is an arrangement entered into between two or more 
persons to share profits or losses in respect of business transaction in which 
their individual trading capabilities can be profitably pooled. Snob arrange¬ 
ments may be limited by reference to a period of time. There are two methods 
of maintaining joint venture accounts. 

(a) When a uparate set ef bock is kept / If the venture is of snflteiently large 
magnitude. Justifying a separate set of books to be written in the accounts of 
the venture are maintained on double entry basis as in the case of partnership. 
In such a case, the cash contribution by the participants are deposited in a 
separate bank account and the bank account is debited. Some assets may be 
brought in aad expenses incurred by a co-venturer : the amount concerned is 
debited to the Joint Tenture Account and credited to the capital accounts of 
the co-venturers. Correspondingly, amounts received by any co-venturer are 
debited to his capital account, credit being to Joint Tenture Account 

Contribution in kind and collection of amounts belonging to the joint 
venture by one or other participants constitutes a feature of joint venture which 
distinguishes it from a partnership. Moreover, the venture being generally of 
short duration, separate accounts of purchases or sales, as well as of other 
expenses afifccting profit or loss, are not started : all these are directly inclnded 
in the Joint Tenture Account. If. at the dose of the venture there are any 
'N unsold stocks or assets, these are disposed of or are taken over by one or the 
other partidpants at an agreed price. If, on the other hand, it is desired that 
as interim settlement should be made, until those are sold, the account is closed 
by iaduding therein the stocks valued at cost. These are carried forward as an 
investment of the joint venture, and the partidpants leave balances in their 
capital acoounts in proportion to their share in the unsold stodc. The balanee 
in the Joint Tenture Account at the end, which may be a profit or loss, is 
transferred to the accounts of the partidpants in their profit-sharing ratio and 
the Joint Tenture Account is dosed off. Afterward^ the balances in the 
ventures accounts are paid off fblly if the joint venture had ooaae to an end: 
otterwise only the amount which it in surplus. 
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Student timid work tkronth the Qneethn i 
whkh it bated en thtfrbieifle deteribed above. 

(a) When a teperatetetef books It not kept: lasachacue, of the 

putidpantB ittirts in hat own books • Joint Veatare Aocoaat to which uaoum 
contributed by him from time to dmc to the joint venture or received on its 
aoeomit are debited or credited. It may be noted that toch an aoconni will be 
dmilar to the one kept when separate books of account are maintained as 
discussed already. This is because, in either case the books of account of each 
participants should show the details of his own investment in the joint venture. 

On completion of the joint venture, a Memorandum Joint Tenture is drawn 
np by including therein the amounts received or paid by each of participants so 
at to coHectively show the amount of income and expenditure relating to the 
venture. The balance of this account will represent the amount of profit or 
loss on the venture. 

Once profit or lots on the joint venture has been asceitianed, each partiei* 
pant proceeds to adjust his share of profit or lost in hit books. This he does 
by ei^r debiting or crediting hit own Profit and Lots Account with the amount 
of profit or lots falling to his share and making the corresponding entry in the 
Joint Venture Account in his books. After this has been done, the Joint Ven> 
tare Account in the books of each participant would be adjusted in a manner 
that they will show equal and opposite balances. For example, where there are 
four paitidpants and the total of the joint venture accounts in the books of A 
and B that are in debit aggregate to Rs. 5,000, representing the amount receiva* 
Me by them; the total of the Joint Venture Accounts in the books of C and D 
will be a credit balance of Rs. 5,000; unless this is so, it will not be possiMe for 
participants to settle the account amongst themselves. 

If the venture is not completed by the time the accounts of one or other 
parties are normally closed and if it is desired to adjust the profit or loss np-to> 
date, the value of unsold stock is induded in the Memorandum Joint Venture 
Account. For the purpose, the stock is valued on the same basis as unsold 
stock is valued for preparing consignment aocounl in similar circumstances, i,e., 
at cost plus a portion of the expenses which have already been incurred or the 
market value, whichever is lower. Since the unsold stock in the joint property 
of the partidpants, in such a ease it is also necessary for each of the partid' 
pants to carry forward in his accounts the value of stock falling to his share. 
When this is done, the balance in the Joint Venture Accounts of the individual 
paitidpants who would be ad|jatted to amounts (in total) that are equal and 
onKwHe to each other and the total of stocks carried forward by each of th em 

be equal to the value of unsold stock of tbe veatare. 

If, on the other hand, an immediate settlement betw e e n the parties is not 
dedred, each partidpants would balance his Joint Venture Account and carry 
tlw balimce forward. 




. ■ -■ ' w 

» Aoirid be pertieolttrly ooted that the eoabiaed Jmnt Venture Acconati 
Is onb^ n nwnorendiun eooount, which does not foitn pert of die double entrv 
system etistint in the books of pardcipants. 

IBnstntlen s Mohan and Sofaan decided to trade together in watobeSa 
Profits and losses to be shared ; Mohan 2/3rd8 and Sohan l/3rd. 

On Jnly 1, 1977, Mohan purchased goods at a cost of Rs. 7,200 and half the 
goods were handed over to Sohan. On August 12, he bought another lot of 
watches for Rs. 2,400 and incurred expenses of Rs. 240. On July 12, 1977, 
Sohan purchased goods at a cost of Rs. 4,500 and, on the same day sent to 
Mohan a part of goods costing Rs. 1,800 and paid Rs. 110 as carriage and 
freight. On Jnly IS, Mohan remitted Rs. 2,000 to Sohan. 

All the goods were sold by both the parties at uniform price of 33-1/3% 
above cost excluding expeneses. Each of them collected cash proceeds of sales, 
except a sum of Rs. 400 owning to Mohan which was ultimately treated as a 
busineu loss. 

On September 20, the unsold goods, valued at Rs. 1,500 at cost were in 
Mohan’s possession; of these goods costing Rs. 600 were taken by him and the 
remainder sold for Rs. 1000. Sohan disposed of all the goods except some 
damaged watches costing Rs. 300, which were written off at unsaleable. 

On September 30, both parties decided to close the business and to have a 
fall settlement. Yon are required to prepare— 

(a) the Joint Venture Account as it would appear in the books of Mohan 
recording his transactions in regard thereto, and 

(b) The Memorandum Account for the Joint Venture showing the net 


profit. 

SohrtiM: 


Mohan’s Books 


Dr. 

J<dnt Venture with Sehau 

Cr. 

1977 


Rs. 

1977 Rs. 

Rs. 

Julyl To 

Purchase 

7,200 

July 1 By Sales (at 


.. IS ,. 

Cash to Sohan 

2,000 

fixed price) 8,400 


Aug. 12 „ 

Purchases 

2,400 

Lets amount 


•9 

Sep. 30 „ 

Cash expenses 

Profit ft Loss A/c, 

240 

irrecoverable 400 

8,000 

99 

share of profit 

2,100 

Sept. 30 By Stock taken over 

By Sale of balance 
of goods 

By Cash from Sohan 

600 

1,000 

4340 


13,940 


13,940 



it 







Rs. 


Rs. 

Jan. 1 To Goods 



Sept. 30 By Sales at 



Pnrdtased 

7,200 


Mohan S,400 


12 .. 


4,500 


Sohan 8,000 

16,400 

Aug. 12,. 

•• 

2,400 

14,100 







By Mohan: 


ft 

Expenses 



Stock taken over 

600 

July 12 

Sohan 

110 


Stock sold 

1,000 

Aug. 12 

Mohan 

240 

350 



Sept. 30 To Bad Debts 


400 



tp 

„ Balance, Net profit 





Mohan 2/3rds 2,100 





Sohan l/3rd 1,050 

3,150 






1S.000 


18,000 


Note : The sale proceeds received by Mohan and Sohan respectively have been 
calculated as follows : 



Sohan 

Mohan 

Goods purchased 

9,600 

4,500 

Goods received from the other party 

1,800 

3,600 


11,400 

8,100 

Leu Goods sent to the other party 

3,600 

1,800 


7,800 

6,300 

Stock at cost 

1,500 

300 

Cost of goods sold 

6,300 

6,000 

Profit, 33-1/3% on cost 

2,100 

2,000 


8,400 

8,000 


Student should also work through ilhutrattons on pages 161 and 163 of text books 
No. (U). 

Interest / Sometimes the participants may decide to charge or allow interest 
on their debit and credit balance op to the date of the completion of the joint 
venture. In such a case. Joint Tentnre Accounts in the books of Joint ventures 
are treated as Accounts Current and the total of the interest claimed by the 
parties is debited to the Joint Venture Accounts to arrive at the amount of net 
profit divisible among them. 



9Mnrtln t Wadekar and Pataadi eater into a Joint ventare to devakv 
aoBe ba il di n g aitei and nil them on the anderatanding that the reaalt tfie 
aentare wonld be ihared in the ratio of 4: 5 between them. It is also agreed 
that any investment they make in the ventnre wonld be entitled to interest at 
10% p.a. 

They choose a five acre agricnltnral plot and pnrchased it for Rs. 60,000. 
They approached a nationalised bank which agreed to finance them to the 
eatent of 80% of the cost at 16% interest per annnm. The baying arrangements 
were finalised on 1st Jaly 1977 and the vendors paid off on the same day. 
Balance of pnrchase consideration and also the registration expenses which 
came to 8% were met by Wadekar from oat of his own resonrces. 

Pataadi met the costs of preparation of the layont, advertisement etc. which 
were as under : 

(a) Levelling and engineering costs paid to architects and town planners on 

1-8-1977 at Rs. 2S0 per ground 

(b) Manicipal fees on 1-9-1977 at Rs. 400 „ 

(c) Advertisement expenses met on 1-10-1977 Rs. 17,500 

(d) Bntertaintment expenses on 31-12-1977 Rs. 1,120 

Plots were advertised for sale in newspapers on 15-9-77 and on the bases of 
response the entire area was delt with as under : 

(i) 15% of the total area was to be left for roads, market place, police 
station and a park. 

(ii) 10 plots each of 3,2^ and 1| grounds were made. 

(iii) The balance area was taken equally by Wadekar and Patandi at cost. 

(iv) 1^ ground plots carried a premium of 50%, 2| ground plots a preminm 
of 40% and 3 ground plots a premium of 25% over cost. 

(v) Pataudi to receive 8% of the sale proceeds as management fee for his 
efforts. 

The entire transactions were pul through by 31st December 1977. Show 
the joint ventnre account and the statement of account settlement between the 
ventures. 

(1 acre is equal to 18 grounds of 2400 sq. feet each) 




It 


Amww : 


. 

M/s. Wsiiksr A Pstssii 



Joint Voatnro Aecnuat 


Dr. 


Cr. 


Re. 

Rs. 

To Joint Venture Bank A/c 

By Joint Venture Bank A/c. 


(Cost of land) 

48,000 (Sale proceeds of the plots) 

1,61,600 

To Wadekar (part cost uf land By Pataudi (coit of plots 


A registration charges) 

16,800 taken over) 

5,525 

To Patandi’s Account: 

By Wadekar (cost of plots 

Levelling 22,500 

Municipal fee 36,000 

taken over) 

5,525 

Advt. charges 17,500 

Ent. charges 1,120 

77,120 


To Joint Venture Bank A/c 

3,840 


To Interest to Wadekar 

840 


To Interest to Pataudi 

To Management Fee to 

2,575 


Pataudi @ 8% 

To Profit transferred to 

12,920 


Wadekar 

4,647 


Pataudi 

5.808 



1,72,550 

1,72,550 


Wadekar's Aeeosnt 


To Joint Venture A/c 

By Joint Venture A/c : 


(Cost of plots) 

5,525 Expenses 

16,800 

To Bank 

16,762 Interest 

840 


Profit 

4,647 


22,287 

22,287 


PatandTs Account 


To Joint Venture Account 

By Joint Venture Account: 


(Cost of plots taken over) 

5,525 Sundry Expenses 

77,120 

To Bank 

92,898 Management fee 

12,920 


Interest 

2,575 


Profit 

5.808 


9S.423 


98.423 



Rt. Rf. 

To Joint Yentore Aoconat By Joint Ventnre Account 

Sale proceeds 1,61,SOO (Costofiand) 4S,000 

By Joint Venture Account 

(interest) 3J40 

By Wadekar 16,762 

By Patandi 92,898 


1.61,300 1,61.300 


Working Notes: 

(1) Number of grounds Groutidi 

Area 3 acres 90.0 

Area for road, market place, police station and park 13% 13.3 

Balance 76.3 

Plots for sale 10 (3+2.5+1.3) 70.0 

Plots for co>ventnres 6.3 ' 


C2) 

Cost of land 

Rt. 

60,000 


Registration charges @ 8% 

4,800 


Levelling and Engineering cost @ Rs. 230 per ground 

22,300 


Municipal fee @ Rs. 400 per ground 

36,000 


Interest doe on Bank Loan 

on Rs. 48,000@ 16% p.a. for six months 

3,840 

Interest to Wadekar 



on Rs. 16,800 @ 10% p.a. for six months 

840 

Interest to Patandi 



on Rs. 22,300 @ 10% for 5 months 

937.50 


on Rs. 36,000 @ 10% for 4 months 

1,200 


Cost of 765 grounds 

1,30,117.50 


Colt per Ground Sale price per 

1,700 (App) 
Total ide 

(3) 

ground 

proceeds 


Selling price per plot of 

li ground plots : 1,700+30% 3,825 

38,250 


2} ground plots ; 1,700+30% 5,950 

39,300 


3 ground plots : 1,700 +23% 6,373 

63,730 



1,61,300 







irt/anoary. 1992. Singb ofAmritur. a ia 


nom KoodM tenths 100 cricket bats to Bose ofCatoam to be 

JSS « ^^ignmcnt basT^a commission of 20%. sucb coni^il to oofer 
tka eoaaigaee'a eapeasea bat not the freight charges of the goods to CaUrntte. 
The cost of each bat is Rs. 100 but is invoiced to Bose at Rs. 150 each. A caie 
oontaining 10 cricket bats was lost against which the consignor lodged a claim 
and collected from the insurance company Rs. SOO. The consignee paid 
Rs. 540 as freight charges and spent a further sum of Rs. 400 as sales expenses. 
Consignor’s expenses amounted to Rs. 500. The consignee accepted a bill of 
exchange drawn by Singh for 3 months (beginning with the date of despatch) 
for Rs. 10,000 which bill was discounted at 6% p.a. with the bankers. Bose 
sold 75 bats at Rs. 200 each and on 30th Tune 19S2 remitted the balance due 
from him. 


After making up the accounts on 30th June 19t2, the parties decided to 
convert their relationship to that of a joint venture on the terms that the cost of 
a bat would be taken at Rs. 150, Singh to get an interest of 8% p.a. on this 
investment and Bote to get a commission of 10% on sales. Tentnres are to 
share profits and losses equally. 

Prepare the necessary accounts in the books of Singh and indicate the 
adyustment journal entry required on conversion of the terms of depateh. 

The workings should form part of your answer. 


Sakrtioa: 


Cnaalgumsnt to Calcutta Aeeouat 


19t2 

Rs. 


Rs. 

Jan. 1. To Goods sent on 


^ Bose (Sale proceeds) 


Consignement 


(75 x 200) 

15,000 

(100x150) 

15,000 

„ Goods sent on consignment 


„ Bank (Exp) 

500 

(Loading 100 x 50) 

5,000 

„ Bose (Eip)« 

540 

„ Bank (Ins. Claim) 

800 

,, Stock Reserve (15x50) 

750 

„ Loss on stock (1050^^0) 

250 

„ Bose (Commission) 

3,000 

„ Stock out on emuignment 


„ Net Profit on 


Invoice price 


Consignment 

3,675 

15x150- 2,250 




Enp. 

75+90- 165 2,415 

23,465 


23,465 


lumed to be paid on 90 bats. 



Bom af Caiaatta 


To Consignment to 

Rs. 

By Consignment to 

Rs. 

Calcutta (Sales) 

15,000 

Calcutta (Bap.) 

M Consignment to 

Calcutta (Com.) 

540 

3,000 



„ Bank (Balance settled) 

11,460 


15,000 

» 

15,000 


Note : Altepwtively conaifnment A/c can be prepared on coat baiii. In that 
event debit to consignment accoont for goods sent will be for Rs. 10,000 
and there will be no entry for loading on credit side of consignment A/c. 
Similarly valne of closing stock will be less by Rs. 7S0 and there will 
be no entry for stock reserve on debit side for Rs. 7S0. On conversion 
of consignment into Joial Venture the following entry will be passed; 
based on change in the balance of capital account of Mr. Bose in the 
books of Mr. Singh (from Rs. 11,460 to 12722). This is supported by 
reduction of gain for Mr. Bose under two alternatively. 

Rs. Rs. 

Bose A/c Dr. 1,262 

To Profit ft Lots A/c 1,262 

(Bose debited for net change in amount doe 
from him on conversion of consignment to 
Joint Tentnre) 


Wartiag Nataa : 

Books af Stagh af Amritsar 
Joint Yaatare wHh Bose A/c. 



Rs. 


Rs. 

To Purchases 

10,000 

By Bose (Sale proceeds 


„ Profit ft Lost A/c 

5,000 

75 x 200 

15,000 

„ Bank (Bap.) 

500 

„ Bank (Insurance claim) 

800 

„ Bose (Bzp.) 540+400 

940 

„ Closing Stock 


^ „ Bose (Commission) 

1,500 

15x150 2,250 


Interest* on 15,000 @8% p.a. 

600 

15x(S+6) 165 

^ Af ft 


„ Loss on Joint 
Tentnre 



Profiit ft Lost A/c 

163 


Bose 

162 

325 

18,540 


18,540 


To Balance 2,415 




[TSBmassor Rs. l,2a|wUl be dsbitad fOr Mki 
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Rs. Rs. 

To Joint Venture 15,000 By Joint Vedtnre (£zp.) 940 

„ „ „ (Lou) 162 „ „ (Com.) 1,500 

2,440 

.. BnUnce 12,722 

15.162 15.162 

Gain to Bo»e nnder Consitnment 


Commission 

3,000 

Less Selling 


Exp. 

400 


2,600 


Results of Joint Venture devolving on Bote 
Commiuion 1,500 

Leu Loss 162 


1,33S 


Self Eneminetlon Questions 

1. A sent goods costing Rs. 20,000 to B to be sold on A's behalf. B was 
to get 10% commission. The invoice value of goods Rs. 24,000. A’s 
expenses were Rs. 1,000 and B’s expenses were Rs. 600; 3/4tbs of the 
goods were sold by B for Rs. 20.000. Ascertain the profit and loss on 
the consignment. (Rm. 1,650). 

2. 10,000 kg. of gur was consigned by R of Hapur to S of Agra, the cost 
per kg. being Rs. 0.60. Expenses of forwarding came to Rs. 200. On 
the way SOO kgs was completey spoiled and had to be dispoud of for 
Rs. 100. Of the quantity that reached Agra, 7,000 kg. was sold @ 
Re. l/*per kg. and it was found that actual stock wu 2,400 kg. loss of 
100 kg. being considered as normal. Expenses at Agra were Rs. 300. 
Ascertain the value of stock and the amount of abnormal loss. 

(Value of ttock, Rt. 1J04, abnormal loss Rs. 210) 

3. A and B entered into a Joint venture for buying and sellmg old railway 
material, tbe profit and loss being shared equally. The cost of the 
material purchase was Rs. 30,000 which wu paid for by A who drew a 
bill on B at two months for Rs. 20,000. The bill was discounted @ 
6%. A paid Rs. 300 for carriage and Rs. 600 for conunissiou. 
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B paid Bi. 2000 for loadry oj^eawt. 

Said aflboted by A were Ri. 21,400 len ellowance for defbctive foode, 
Ri.400. 

Sales made by B were Rs. 16,000. A took-oser some material at 
Rs. 1,600 and B took over the remaining materials at Ra. 2,400. A was 
credited with a som of Rs. 300 for office eapenses. Prepare account 
relating to the venture in the books of both the parties. (Pnfit Rs. 9400) 

4. (A) Find out the amount of commission payable to the agent from the 
following information : 

He is entitled to a commission of 3% on invoice price and 20% of any 
surplus price relised. 

Cost Invoice Price Sales price 

Rs.9000 Cost+20% Rs. 12,000 

(CommlstUm Rs. 564) 

<B) Find out the amount of abnormal loss from the following parti¬ 
culars. 

Goods sent on consignment: 100 cases @ Rs. 50 per case. 

Cases damaged due to bad packing : 20, estimated to realise Rs. 20 per 
case. 

Expenses of the consignor : Rs. 310. (Abnormal loss Rs. 662) 

(C) Find out the value of unsold stock out consignment from the 
following: 

Quantity consigned: 10,000 kg @ Rs. 2 per kg. 

Freight ft insurance : Rs. 5,000 
Abnormal loss : 250kg. 

Normal loss : 100 kg. 

Closing stock : 2,150 kg. fftr- 2,431) 

VOYAGE ACCOUNTS 

It is important for shipping company to know the amounts of profit that 
it has made or the loss it has sufiered in respect of each voya^ nnderUken by 
every ship belonging to it. Therefore, for Hs internal use every shipping 
company prepares such an account. Preparation of Voyage Accounu funda¬ 
mentally requires analysis of income and expenses according to difierent voyages 
made by a ship during each year. 

In shipping circles two terms are commonly employed which have a bearing 
on the preparation of Voyage Accounts. These: 

(i) Address Commission : It is commission, calculated as a percentage on 
fraight including primage earned by the shipping company, which is 
payable either to the agents of the charterers or the charterers them¬ 
selves. If a ship has not been chartered the commission is payaUe by 
the «»»«pp»«g comp an y to the a^nts who book freight for it. 



Oi) Frknage / It i« the «dditional ftnjghl collected m i pefoenhuai of tftg 
uBoant of fteight. In oldeo 4«ft the aiMHiiil repieMBted the ooBunie- 
■ion payable to the captain of the ship to intemt hji in the aafe 
deliTery of the cargo. This is no longer necessary. Therefore, if 
primage is added it is colle^d by the shipping company. 

At the end of the financial period, a voyage may be in progress. The expen¬ 
ses incurred in this connecdon and income received on that amount are carried 
forward to the next year. In a voyage account in addition to direct expenses 
(e.g. salaries, wages of the crew, fhel, port dues insurance and depremation of 
Ae ship relating to the voyage etc.), a proper share of general overhead of the 
company are also included. 

lUaatratloB : Hind Shipping Ltd. of Bombay acquired a new ship, M.V. 
lalabfaarati at a cost of Rs. 20,00,000. The ship was ready for service on 
October 1, 1978. An insurance policy was taken out @ 2% put. on the ship, 
freight was insnrred at a premium of Rs. 10,000 p.a. During 3 months ended 
on Slat December, 1978 the ship had ma^ 2 complete voyages one to London 
and back and was half way through the next to London. The ship carried the 
following freight: 

To London 6,000 tonnes @ Rs. 20 per tonne 

From London 7,000 „ „ 18 „ 

Unfinished 

Voyage 7,S00 ,, ,, 18 ,, 

5% commission was paid to agents in addition to 1% address commission. The 


expenses incurred were as follows : 

Rs. 

Salaries ft wages of crew 60,000 

Fuel 30,000 

Sundry Stores 6,000 

Pott Dues (Bombay Rs. 6,000; London Rs. 4,000) 10,000 

Stevedoring @ Rs. 2 per tonne 41,000. 

Share of overhead for the ship for the period 2S,000 


Pprepare the Voyage Account of the period of 3 months ending on 31st 
l>ecember, 1978. 
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•ilMiMti 

M.N. JftliAkwMI 



Voyage . 

Uceont 


October 

ItlfTBtol 

OeceoUsc 31.1978 


Dr. 

Ra. 


Rs. 

To Salarlei R Wage* 

60,000 

By Freight] 


To Fuel 

30,000 

6,000 tonnes A Ra. 20 

1,20,000 

To Sundry Stores 

6,000 

7.000 .. 18 

1,26,000 

To Port Does 

10,000 

7,500 „ IS 

1,35,000 

To Stevedorinf 

41,000 



To Orerheads 

25,000 


3,81,000 

To Insnranoe for 3 months : 


By Unfinished Voyage— 


Ship 12,500 


expenses 

52,300 

Freight 2,500 

15,000 



To Address Commission 




1% on Rs. 3.S1.000 

3,810 



To Commission 




5% on Rs. 3,81,000 

19,050 



To Unfinished Voyage 




receipts 

1,35,000 



To Net Profits (subject to 




depreciation) 

88.440 




4,33,300 


4,33,300 


Btpentet on anfinished Toysfe luye been computed u onder : 


Addreu Commiition @ 1% of Rf. 1,35»000 1»350 

Commiition 5% of Rs 1,35,000 6,750 

Steredoring 7,500 tonnei ® Ra. 2 15,000 

Port Dues (Bombay 1/3 of 6,000) 2,000 

1/5 ot other ezpeniei 27,200 


52,300 
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nMlratka: M.V. Indian Olorj it employed on conference trade and b 
on a regolar mn between India and the United Kingdom. The Confoienoe 
freight rate ie Re. 200 per freight tonne to be enhanced by a enrcharge of 20% 
for port congestion and adJiutment of +^i% for currency factor. 

The Teetel arrived in Calcutta on 20th February 1979 /and afarted 
loading cargo. Loading was over on Ut March (morning) when she set sail for 
London where she arrived on the night of the 20tb of March, 1979. Unloading' 
of the cargo was over and the vessel commenced her neat employment on let 
April 1979 (evening). The total voyage time waa calculated at 40 days. 

At Calcutta, the ship took in 8,500 freight tonnes. The following direct 
eapenses were incurred : 


Rs. 


(i) Entry fee, tog hire, berth hire at Calcutta 72,000 

(ii) Port charges at London 85,000 

(Hi) Hooghly river dues and light house dues 7,600 

(iv) Insurance premia on cargo at 0.25% of the basic freight rate. 

(v) Stevedoring charges arelU. 18 and Rs. 25 per freight tonne at 
Calcutta and London respectively. 

(vi) Consumption of bunkers 

(a) During port stay—4 tonnes of fuel oil and 25 tonnes fresh water 
per day. 

(b) on sailing days—12 tonnes of fuel oil and 10 tonnes of fresh water 
per day. 

Cost of fuel oil—Rs. 1,350 and fresh water—Rs. 25 per tonne. 


(vii) Annual costs of maintenance of ship (you can adopt 360 days as 
normal working days in a year): 

(a) Salaries to officers and crew Rs. 30,00,000 

(b) Insurance premia Rs. 12,15,000 

(c) Repair and maintenance Rs. 25,00,000 

(d) Interest on loan and Capital Rs. 11,25,000 

(e) Working life of vessel bought for Rs. 75 lakhs is to be taken as six 
years. 

(viii) Freight brokerage at 1)% is payable. 

Draw a voyage account and ascertain the result of the voyage. 
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Vajat* Accap at 


M.V. laiiu Clary 

katwcea At Petioi mk Fakraaiy aa4 IM April, 1972 
Rt. 


To Standing Charges 

10,10,000 

To Direct Expenses: 


Coat of Bunkers 

4,49,300 

Calontta Port Charges 

72,000 

Hooghly River Dues 

7,600 

London Port Charges 

83,000 

Stevedoring Expenses 

3,63,300 

Cargo Insurance 

4,230 

To Profit on Voyage 

1,66,233 


21,60,103 


Rs. 

By Freight receipti: 

OroM 21,93.000 
Ltts Brokerage 32,893 21,60,103 


21,60,103 


Warkiag Notes: 

(1) Freight on 8,300 tonnei @ Ra. 238'per tonne 

(2) Brokerage 1}% 

(3) Standing charge, annnai: 

Salaries 

Inaoranoe 

Repairs 

Interest 

Depreciation 73,00,000 -i- 6 


21,93.000 


32,893 


30,00,000 

12,13,000 

23,00,000 

11,25,000 

12,30,000 


90,90,000 


10 , 10,000 

Fuel oil (tonnei) Fresh water (tonnes) 
80 300 

240 200 


320 700 


Cost of fhel oil @ Rs. 1,350 
per tonne and fresh water 

@ Rs. 23 per tonne Rs. 4,32,000 Rs. 17,300 

(3) Stevedoring charges @ Rs. 43 per tonne on 8,300 tonnes : Rs. 3,63,300, 
(6) Cargo insurance @ i% on 8,300 tonnes @ Rs. 200 per tonne is 
Rs. 4,230. 


Standing charges for 

40 days will be 40,360 or Rs. 
(4) CSniumption of Bunkers; 

Port stay 20 days 
Sailing 20 days 
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AOOqUNlS MILATIN6 TO STOCK UCHANGE TKAMSACTIQHB 

To oadontud the aoeoBatt, it b Booemry to have MMBe kaowledte of die 
tenna toed to deaciihe dUbrent wtotk exAuge tnuuaodont. The fottowing 
aw the moat Important terma. from the aooonnting point of view. 

0) Cam dtfUnd t A quotation ia corn-dividend when it oonfera on the 
bnyer the ri^ to receive the next dividend. At a role, all qootationa of aharea 
are ‘cam-dividend* bat they become “ex-dividend** just befow the tranafer 
booka aw doted. Oovernment aecoritiea are, at a rule, alwaya quoted 'ex- 
interett’, ie, the amonnt of intereat accrued to the dale of payment of the 
purchate price haa to be paid in addition to the price of the aecurity. 

(ii) Ex-dMdeni t A quotation ia ex-dividend or ex-intereat when the 
intereat to the date of tranaaction ia to be paid in addition to the aettled price. 

0ii) AeeouHt: The Stock Exchange year ia divided into twenty four 
perii^ called “Account** and at the each “Account** there ia aettlement, that 
either the broker deliveri the aecnritiee againat pasrment of dnea or the value of 
aecoritiea undelivered ia adjnated at the aettlement date and the twnaaotion ia 
carried over to the next aooonnt. 

(hr) Mrokt r age or eommUtkm .' Ax a remuneration for arranging for the 
buying and aelling of the ahare or aecuritiea, the brokera aw paid a brokerage 
or commiaaion. The rate of conuniaaion dependa upon the type of aharea and 
alto the market cuatom. Aa a rule, it ia in the form of percentage on the 
nominal value of the atock or a fixed amount per ahare. Sometimea it it calcu¬ 
lated at a percentage of the market value of the atock. 

(v) Making up Price / If the client doea not with to take delivery of the 
ahawa at the end of one ‘Account’, he may reqneat that the aharea be carried 
over to the next “againat payment of .an agre^ contango’*. The price at 
which they are carried over ia known at the “making-up** price and ia normally 
the price ruling at the cloae of bnaineu on the day pwceding the aettlement day. 

(vi) Contango i Tbit ia conaideration in the natuw of intereat payable to 
broker for carrying over the tranaaction from one ‘Account’ to the other. 

(vli) Backwardation : When the teller doea not with to effect delivery of 
the ato^, be may requeat the broker tonurry over the tranaaction to the next 
’AcoonnI* and the conaideration for doing ao ia called “backwardation.** 

(viii) Jobber'i Turn t When a quotation ia demanded ftom the broker, 
two rates aw quoted, the lower, wpresenting the rote at which the br<dcer ia 
willing to purohaae and the higtor wpwsenting the rate at which he ia willing to 
sell. The difference be tween the rates is known aa the “jobbet*s turn**. 


0) The broker maintaina a eurrenl account for eadi client, 

00 When the eUeal purdiases stod; his account is debited with the 
following: 



(■) The ooM .of On ttodc. 

(b) The oonmiMioo or brokente. 

(e) The stamp doty. 

(d) The oontraol atamp. 

(e) The tranefer fee. 

(iiO When the dient mUi etock, hie acconnt ii credited with the tale pro¬ 
ceed len die commluion and contract itamp charget. 

Ov) When the aale in reapect of atock bought and not tranaferred to the 
client’a name, the atamp doty and tranafer fee are credited to the clienta 
account. Wkre the pnrchate and aale both take place in the aame 
account (period), it ia the practice of brokers not to diarge commluion 
on the aale. 

(v) If the client wiahea to carry over the stock to the next "Account”, the 
old account must be credited and the new account debited with ‘making 
up price* of stocka, the stamp duty and the transfer fee. The new 
account is debited with the contan^.. 

mn atr a tle n : Onpta had the following transacdona with his broker : 

On 16th August he purchased 160 Secunderabad Equity Shares of Rs. 100 
each at 124, stamp duty and transfer fee amounting to Rs. SOO. 

On 18th August, he purchased Ra. 8,000 4% Debenture Stock in XY 
Corporation Ltd. at 7S stamp .duty and transfer fee amounting to Ra. 200. 

On 24th Angnat, he purchued 160 Equity Shares of Southern Electric 
Company Ltd. of Rs. 25 ea^ at 30, stamp duty and tranafer fbe amounting to 
Rs. 125. 

On 25th August, he sold the 4% Debenture Stock at 78. 

On 31st August, he carried forward the Secuderabad Equity Shares, the 
making up price being 120. 

Aunming **»«* the broker charges commission at 1/8% on the nominal and 
contango at 5% show Oupta’s Account in the broker’s books. 




Gupta 




Dr. 





Cr. 

Date 

Rs. 

Rs. 

Date 

Rs. 

Rs. 

Aug. To 160 Secnn- 



Aug. By Rs. 8,000 


16 derabad 



25 

4% Debenture 


Equity shares 




Stock of XY 


dl24 

19,840 



Corporation 


„ Com¬ 




Ud. ® 78 6,240 


mission 

20 



„ Stamp Doty 


„ Slanv 




and Tranafer 


Doty and 




Fee 200 6^440 

Trauslbr 

500 

20,360 


—— 




30 



Rs. 

Rs. 

Ang. By Casb/bfd Rs. 

Rs. 

b/fd 


20460 



6.440 

Aug. To Rs. t.000 



31 

(balancing 


IS 4% Debenture 



figure) 

5.360 

StodtofXY 



Aug By Balance 


Corporation 



31 

carried forward: 


Ud. @ 75 

6.000 



., Secunderabad 


„ Commission 

10 



Equity shares 
@ 120 19400 


Stamp 




Stamp Duty 


Duty and 




and Transfer 


Transfer Fee 

200 

6.210 


Fee 500 

19.700 

Aug. To 160 Equity 

24 Shares 






of Southern 
Electric Co. 
Ltd. @30 

4.S00 





H Commission 
.. Stamp 

5 





Duty and 
Transfer Fee 

125 

4,930 




Total 


31.500 


Total 

31.500 

Sept. To Balance b/d 

1 bought down : 






Secnnderabed 

Equity 






Shares @ 120 19.200 





,. Stamp 






Duty and 
Transfer Fee 

500 

19.700 





Sept. To Contango 40 

Note : Contango is calculated @ S% on Rs. 19,200 for 15 days i.e., 

5 1 

19,200 X - X— Rs. 40 

100 24 

Sntrias in the CUent’a books : In this client’s book the following accoant 
must be maintained : 

(a) Broker Account. 

(b) Separate Investment Account for each investment. 

(a) Brokw^ Aceouat : The Brokers Account will be the reverse of the 
Client’s Account in the Broker’s books. It will be credited with the total cost 
of pui^ases and debited with the net proceeds of sales. Similarly, it will be 
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dalited With the makinf op price, where theitocks are carried over to the next 
aeooant 

(b) Invaataaota Accoo^ t A aeparato inveatment AcGoant tbonld be 
opened for each acrip pnrchaaed. The eatriea in account will be made aa 
under: 

(1) Where the inveatmeut ia purchaaed cum dividend, the part of the pnr< 
chaae price which relatea to dividend accruing from the date of the laat dividend 
payment to the date of pnrchaae ia entered (aa a deUO in the Income Column 
and the balance in the Capital Column. When the dividend ia actually received, 
it ia entered in the Income Column (credit aide). The net eflect of tbeae entriea 
will be that the amount credited to income will be only the dividend or intoreat 
ariaing between the date of purchase and the one on which it next falla due. 

Where an inveatment ia purchased cum dividend but the account of the 
dividend accruing between the date of last dividend payment and the date of the 
purchase cannot be immediately ascertained, the entire purchase price may be 
entered in the Capital Column. When the dividend ia received, the dividend 
accruing between the date of the laat dividend payment and the date of pnrchaae 
should be entered in the Capital Column, a^ the balance in the Income 
Column. 

(2) When the investment is purchased ex-dividend*, the purchase price 
must te entered in the Capital Column. In addition, the dividend aceming 
between the date of purchase and the date on which it would be due must be 
entered in the Capital Column on the debit side of the account and the Income 
Column on the credit tide of the account. However, since information about 
the dividend will be known only sometime later, adjustment in this respect will 
have to be made later. In practice, ex-dividend tranaactioaa take place only 
after the dose of the transfer books; in case of purchase of government securities 
or debentorea on ex-interest basis, the interest accrued to the date of transaction 
has to be entered on the debit side in the Income Colnnsn. 

(3) When the investment is sold cum-dividend, the dividend accruing 
between the date of last dividend payment and the date of sale must be entered 
in the Income Column and the balance in the Capital Colmmn. 

When the accming dividend cannot be ascertained at the date of the sale 
the full sale proceeds may be entered in the Capital Column. On the due date 
of the dividend, the accmed dividend most be entered in the Capital Column on 
the debit side and in the Income Column on the credit side. 

(4) When the investment is sold ex-dividend*, the full sale proceeds must 
be entered in the Capital Column. In addition, in the cate of shares, the divi¬ 
dend accming from the date of sale to the nest payment must be entered in the 
Income Column on the debit side (or deducted out of total dividend received and 
entered in the Capital Column on the credit side). The actual dividend, when 
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rec ri fdd, am> be nttered te the Jacoae Cohuaa ciedtttidcw liMMof tovari* 
■mM ■ eca ri ii w and d^eotacM, tlie laleraal to the date of trantaeUoa win te 
ealend is die iMoae Cohma <m the eiedil tide. 

(S) The eaeeM of the iooome on the er«^ of die aecomt over the loeoiae 
Colaeui on the deUt side, should be taoMtetied to the P A L A/c. 

(d) When the ineeitineats an in the natnnofflied assets, not held for 
pnrposea deaUng in the ineeatmeats. the imestmenl on hand should be earried 
forward at cost. The balance in the Capital Colnmn will repnseni profit or 
loss on sale and shonld be transferred to the Profit and Loss Aooonnl or Capital 
Resem, in can the investments an held as fixed asnts. 

(7) When the investm ent s an held for the pnrpon of dealing in invest¬ 
ments, they reprennt cornnt assets and must be carried forward at the lower of 
cost or market value. When the market valne is lower than cost, the depreda¬ 
tion in investments most be credited in the Capital Column and deUted to the 
Profit and Loss Aeeonnt 

n hsnr at le n t A purchased on 1st Match, Rs. 24,000 S% Bharat Debentnn 
Stock at 90 cam int, interest being payaUe on 31st March and 30th Septembers 
each year. Stamp and expenses on purchase amounted to Rs. 20 and brokerage 
at 1/8% was charged on nominal valne; interest for the half-year was received 
on the due date. On 1st September. Rs. 10,000 of the stock was sold at 92 ex- 
interest lest brokerage at 1^% and expenses on sale Rs. 8. On 30th September, 
Rs. 8,000 stock was purchased at 91 ex-interest pins brokerage at 1/8% and 
charges Rs. 10. On let December, Rs. 6,000 stock was told at 94 less brokerage 
at 1/8% and expenses on tale, 12. The market price of stock on 31st 
Decemter was 88|%. Show the Investment for the year ended 31st December, 
marking all calculation in months. 


S% Bharat Deh eatnr e Stack Aeeoaat 


Inttreti Due / Slit March A 30tk Sept. 


Date Particulars Nom. 


Income Capital Date Particulars Kom. 


Value 
Rs. Rs. 

1/3 To Cuh 24,000 
24,000 ® 90 
21,600 
Brokerage 30 
Expenses 20 


21,630 


Valne 

Ra. Rs. 

31/3 By Cash 
Interest for i 
year ended 31/3 

1/9 By Cash 10,000 
Sale proceeds 
10,000 @ 92 


Income Capital 
Rs. Rs. 


600 



Rfc ti. lu. 

InoMW — 
bteiiMito ' 

lilMaroh 500 

Capital 21,150 

30/9ToCatli S.OOO 
lU. MOO 
9»l 7^ 

' Bndcerafb 10 
Eipensm 12 

7,300 7400 


31/12 To P * L A/c. 
Income from 
Inveatment 901 


31/12 To Profit and 
Lou Aoconnt, 
profit and lak 

of inveatmenta 631 


32,000 1,40S 29,081 

To Balance b/d 16,000 200 14,281 


Rs. 

Rs. 

Rs. 

Leu Broke- 
age 12 

Bzp.8 


9,180 

20 

By Interest; 

1/4 to 1/9 

208 

30/9 liy Cuh 

Int. for 1/2 year 
to 30/9 on 

Rs. 14,000 

350 



1/12 By Cub; 6.000 
Sales Proceeds 
6i000d 94 
S.640 
Leu: 

Brokerage 8 
Expense^ 12 


5,620 

By Inceome, Interut 
on 6.000 for 2 
months 50 

31/12 By Balance 

c/d. 16,000 200 14,281 

32,000 1,408 29,081 


Note : (1) The balance carried forward u cost is determined u under : 


1st March : Cost of Rs. 24.000 Stock purchased 
1st Sept. Proportionate cost of Rs. 10,000 stock sold 

30 Sept.: Cost of Rs. 8,000 stock pnrchaud 

Total Cost of Rs. 22,000 


Rs. 

Rs. 

21,150 


8,813 

12,337 


7,300 


To,^ 


Cott of Rs. 16,000 Stock : -^x 19,637»Rs. 24,281 
(2) The market value of Rs. 16,000 Stock at 31t Dcember is 
16^ X 14,160 
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If the inveetSBent i$ held m • corieot met, it ebonld be cwtied forwaid 
only nt Rs. 14,160. 

(3) The nmoiuit of Us. 200 carried forward ia the Income Colnian lepre* 
fente aeomed interest for 3 nonthe on Ri. 16,000 stock. 

IB ni tfati on i Rao parehased 500 ordinary tharee of R«. 100 each in the 
ABC Co. Ltd., for Rs. 62,500 inoloaive of brokerafe and stamp doty. Some 
mrs later the company resolved to capitaliBe its proSt and to istnetothc 
holders of ordinary shares, one ordinary share as bonus for every share held by 
them. Prior to the capitalisation, the mres of ABC Co. Ltd., were quoted at 
Rs. 175 per share. After the capitaUsatioo, the shares were quoted at Rs. 92} 
per share. Rao sold the bonne shares and received at Rs. 90 per share. Show 
the Investment Account in Rao*s book. 

Selatioa t 

ABC Co. Ltd. Ordinary Share af Rs. IM each 



Nominal 

Capital 


Nominal 

Capita! 


Vahie 



Value 


Rs. 

Rs. 


Rs. 

Rs. 

To Cash 
„ Bonus Share 

50,000 

50,000 

62.500 

By Cash—Sale 
„ Balance c/d 

50,000 

50,000 

45,000 

31,250 

„ P ft L A/c Profit 

13,750 

Total 

1,00,000 

76.250 

Total 

1,00,000 

76,250 

To Balance b/d 

50,000 

31,260 





Note : The total cost of 1,000 shares inclnding bonus is Rs. 62,500. 

500 

Therefore, cost of 500 shares carried is-x62,500 

1000 

»Rb. 31,250 

Cost being lower than the market price, shares are carried forward at cost. 

Illnstratiea : Oh 1st April 1975, Singh had 20,000 equity shares in X Ltd. 
Face value of the shares was Rs. 10 each but their book value was Rs. 16 per 
share. On 1st Juue 1S175, Singh purchased 5,000 more equity shares in the 
company at a premium of Rs. 4 per share. 

On 30th June 1975, the Directors of X Ltd. announced a bonus and rights 
iuue. Bonus was declared at the rate of one equity share for every five shares 
held and these shares were received on 2nd August 1975. 

The terms of the rights iuue were : 

(a) Rights shares to be issued to the existing holders on 10th August, 1975. ' 

(b) Rights issue would entitle the holders to subscribe to additional equity 
shares in the Company at the rate of one share per every three held at Rs. 15 
per share—the whole sum being payable by 30tb September 1975. 

(c) Existing shareholders may, to the extent of their entitlement, either 
wholly or in part, transfer their rights to outsiders. 

(d) Singh exercised his option under the issue for 50% of his entitlements 
and the balance of rights he sold to Ananth for a consideration of Rs. 1/50 per 
share. 

(e) Dividends for the year ended 31st March 1975, at the rate of 15% were 
declared by the Company and received by SinA on 20th October 1975. 

(0 On let November, 1975, Singh sold W,000 equity shares at a premium 
of Rs. 3 per share. 

Show the Investment Account as it would appear in Sink’s books as on 
31.12.1975 and the value of shares held on that dm. 
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(1) lilwetl paM o« lit May oa paichaie of K». 3.00,000 Deb. for I moath 
— Rs. 5,623 

(2) Intoreal raoeiTed on Sept 30 on Se. 3,00,000 - » 33,730 

on Ra. 2,50,000 » 16,073 


30i623 

(3) Inanteel paid on lat Ang. on Re. 2,30.000 for 4 months - ] 1,230 

(4) Profit on Sale on Oct-1—cost 4/3 of 2.36,230 - 1,03,000 

■ellinf price - 1,06,000 


1,000 

(S) Interact on Ra. 1,10.000 Deb. for 3 months — 3,713 

(0 Coat of Debentnres converted into Equity Shares 
Total Ooat 

Coat of Ra. 30,000 Debentures 31,230 

Coal of Rs. 30,000 Debentnraa. 32,230 


1,03,300 


ROYALTOS 

OaaanI: If a mine is leased by the oamer to another person who works it, 
the payment made by the latter may be either in the form of a fixed amonnt or 
in the form of royalty varyinp with the ontpnt The latter form of payment is 
more oommon. Royalty may also be paid the publisher of a book to its 
author on sale basis or a mannfactnrar to the owner of a patent used by the 
mannfkotnrar to produce the toods—the basis may be production or sales. 

A mining royalty represent a periodical payment made by the leaaee to the 
lessor of a mine. The payment is oomput^ on the basis of the actnal ontpnt 
during a certain period. The royalty agreement frequently oMtains dasaes as 
regards "minimom rant” and "sbortworkinp”. 

The "miaimnm Rent” or "Dead Rent” is the minimum amonnt whidi the 
lessee has to pay for each period even when the mine is not worked at all or 
when the ontpnt for the period is below a certain quantity provided for in the 
, agreement. The "Shortworkings” clause in the royalty agreement enables 
the lessee to recoup out of the royalties which may be payable in the fotnra, tfm 
amonnt of mintmum rent paid in exeeu of that which would have been payable 
on the basis actnal ontpnt. If the actual output is not snflldent to cover the 
•^ninimnm tent” the minfmam rent will be payable bat, in the sobaeqnent 
periods, the actnal royalty dne will be reduced to the extent of the nnreemiped 
year which the shortworkingB in the past. 

The wording of the "Shortworklnp” dauses may permit the lessor : 

0) to carry forward the ahortworkiag indefinitely} or 

(2} to set offshortworkings within a certain number of years following tha 
year in wMdi foe shortwofUng occurs: or 

(3) to set off foashortworking only within a certain number of yean aftar 
the aeaaaaaeemmrt of the lease. 



If, at the tnd oftbetennoftheleMe, thereisitdlsoaeMuioeofdiort- 
workinff not reeoapetf, the irreoerereUe unoant be traneferred to the Pi^ ft 
Loaa Aeeoiiot. 


Ohutratlaa t A mine waa leaaed for teo years and output was as under; 


Tear 

Otaput (tormet) 

Year 

OMpat (teaaes) 

1 

2.000 

6 

6,500 

2 

2,300 

7 

6,fi00 

3 

2,100 

4,000 

t 

2,600 

4 

9 

3,000 

S 

3,200 

10 

3,300 


The royalty was fined at Rs. 0.23 per tonne with a minimum rent of 
Rs. 1,000 per annum. Show the “ShoitworUng** allowable if shortworkingB 
may be recouped : (1) throughout the term of the lease; or (2) only within the 
three years following the year in which the shortworkiogs occurs. 

Sele d e B : (1) if the first danse is applicable, the amount of royalty payable 
each year would be computed as under : 


Tear Output 

Actual 

Minimum 

Short- Short- 

Actual 

Short- 

Short- 


(tomes) 

Royalty 

Rent 

work¬ 

work- 

Payment working 

¥fork- 





ing 

tng 


written off 

Ing 






Reeo- 


oi irreeo^ 

ctf 






rered 


nrebk 




Rs. 

Rs. 

Rs. 

Rt. 

Rt. 

Ri. 

Rt. 

I. 

2,000 

300 

1,000 

300 

— 

1,000 


500 

2. 

2,300 

623 

1,000 

373 


1,000 

— 

875 

3. 

2,800 

700 

1,000 

300 

— 

1,000 


1,175 

4. 

4,000 

1,000 

1,000 

— 

— 

1,000 

— 

1,173 

5. 

3,200 

1,300 

1,000 

— 

300 

1,000 


875 

6. 

6,300 

1,623 

1,000 

— 

623 

1,000 


230 

7. 

6,800 

1,700 

1,000 

— 

230 

1,430 

— 

nil 

8. 

2,600 

630 

1,000 

330 

— 

1,000 

— 

330 

9. 

3,000 

1,230 

1,000 

— 

230 

1,000 

— 

100 

10. 

3,300 

1,373 

1,000 

— 

100 . 

1,275 

^ — 

nil 


(2) If the second clause is applicable, the amount 

of royalty would be com* 

puted as under 

• 

• 







1. 

2.000 

300 

1,000 

500 

— 

1,000 


300 

2. 

2,300 

625 

1,000 

375 

— 

1,000 

— 

875 

3. 

2,800 

700 

1,000 

300 

— 

1,000 

— 

1,175 

4. 

4,000 

1,000 

1,000 

— 

— 

1,000 

500 

675 

3. 

3,200 

1,300 

1,000 

— 

300 

1,000 

375 

300 

6. 

6,300 

1,623 

1,000 

— 

300 

1,323 

— 

nil 

7. 

6,800 

1,700 

1,000 

— 

— 

1,700 

— 

nil 

8. 

2,600 

630 

1,000 

350 

— 

1,000 

— 

330 

9. 

3,000 

1,230 

1,000 

— 

250 

1,000 


100 

10. 

3,300 

1,373 

1,000 

— 

100 

1,275 

— 

nU 


Will the stndent work out the problem assuming shortworUngs i 

tre not 


recoverable after the first five years 7 


(Am. Rt. 875 written off bt the 5th jtemr tmd Mm. 330 bi4ke 8th Tear). 



a» 


in tow thta the mbinam rent, the entiree cu be made 

in one of tne two wayt. The flrit; 

(i) Debh Rcvalty Acoonnt and credit Landlord’! account* with die royah* 
ealcnlated on the actual ontpnt. 

fii) Debit ShortworUnsi Account with the exceia of the minimum rent over 
the Royalty and credit the landlord. 

(iii) Debit Profit and Lou Account and credit Shortworkinsi Account with 

^ wonnt of irrecoveraWe shortworkingi. The entry will be made in 
fee nrtt year itself if shortworkiog cannot be recouped. 

(iv) Debit Landload’s Acconnt and credit Bank with the minimum rent 
paid to the landlord. 

(v) Transfer the balance on Royalty Acoonnt to the Profit and Lorn 
Account or rather to the Production Acconnt of Working Account, if 
one it prepared. 

The second method is t 

(1) Debit Minimum Rent Account and credit Landlord’s Acconnt with the 

minimum rent payable. 

(ii) Debit Royalty Acconnt and credit Minimum Rent Acconnt with royalty 
ealcnlated on the actual outpnt. 

Debit Shortworkings Account and credit Minimum Rent Account with 
the excess of the minimum rent over royalty. 

Note : Entries No. (iii), (iv) and (v) of the first method will be repeated in this 
method alto. 

(2) In the years when the royalty exceeds the minimum rent, the entries 
will be as under: 

(i) Debit Royalty Acconnt and credit Landlord’s Account with the royalty 
calculated on the actual output. 

(ii) Debit Landlord’s Acconnt and credit Shortworkings Account with the 
recoverable shortworkings. 

(iii) *Debit Profit ft Loss Account and credit Shorworkings Account with the 

irrecoverable shortworkings. 

(iv) Debit Landlord’s Account and credit Bank Account with 4he amount 
paid. 

(v) The balance on Royalty Account will be transferred to the Profit ft 
Loss Acconnt or Production Account. 

CrcatlM of provision agaiaat shortworkings : In certain circumstances, it 
may not be pouiUe to recover the sbortworking out of future payments of 
royalty due to certain physical or economic factors even though the legal right 
to recover the amount exists. In such a case provision against the balance in 
the Shortworkinp Account should be in the year in which shortworkings arise. 
When it is clear that shortworkiog of a year is no longer recoverable, the 


provision should be debited in this respect and when shortworkings'are actually 
recovere d, the balance in the provision should be reduced by transfer to the 
*Laadle(d's'Aeeennt aheald be tsksn to msaa a pstsou to whea roysitiss Ms due. 



nottsiKlL^ '“^oJ •»»““ •“ * 

will eatoK MgtlaU U 


PiwetuidLou AocoantsB^^^ af«ia*t M «nim iiMi Mg, 

flot being provided for. 

corriedt^d wM ^ ^ ^ ^ ^ 

pir o^l^ofpnyinB uiaiwam roni ofJU. KK^r gggwm. met^ in . 
royalty of 25 paiae per tonne. The output wnau nader . 

Tear Output (tometj Tev Output (tmmat) 

19T0 30.000 J974 50^000 

1971 35,000 1975 6SJOOO 

1972 30.000 1976 SO,000 

1973 40,000 


Tbe leaae provided that deed rent not merfed with royalty be deducted out 
of ftatore royalty in eaoeu of the minifnnm, provi<ted thla rec o very was made in 
three yeart following the year in which the ehortworking aroee. 


Salottoa t Mi 

alainm Sant 

Aceannt 


7c0r 

R!. 

Tear 

R!. 

1970 To Landlord*! A/c. 

10,000 

1970 By Royalty A/e. 

7,500 



„ Shortworking! A/c. 

2,500 


10.000 


10,000 

1971 To Landlord*! A/c. 

10,000 

1971 By Royalty A/c. 

8,750 



„ Shortworking! A/c. 

1,250 


10,000 


10,000 

1972 To Landlord*! A/c. 

10,000 

1972 By Royalty A/c. 

9,500 



„ Shortworking! A/c. 

500 


10,000 


10,000 


Royalty Acceoat * 


Dr. 



Cr. 

1970 To Mtnimam Rent A/c 

7,500 

1970 By Prodoction A/c.* 

7,500 

1971 „ Minimom Rent A/c 

8,750 

1971 „ Prodoction A/c 

8,750 

1972 „ Minimnna Rent A/c 

9,500 

1972 „ Prodnction A/c 

9,500 

1973 .. Landlord*! A/c 

10,000 

1973 „ Prodnction A/e 

10,000 

1974 „ Landlord*! A/c 

12,500 

1974 „ Prodoction A/e 

12,500 

1975 „ Landlord*! A/c 

16,250 

1975 „ Prodoetion A/c 

16,250 

1976 M Landlord*! A/c 

20,000 

1976 „ Prodnction A/c 

20,000 


*Limittd eanpaalw ■hoald. tamttr the Iteealtir le A* Prolt * Lem Aeeeaat. 



^ IiMiilMA AMMSt 


1910 To BmIc / 

10.000 

1970 By Minimum Rmrt A/b 

10.000 

1971 Bank 

10.000 

1971 .. Minimum Rent A/c 

10.000 

1972 Bank 

10.000 

1972 .. Minimum Rent A/c 

10.000 

1973 „ Bank 

10.000 

1973 .. Minimum Rent A/c 

10.000 

1974 „ Shortworkings A/c 

1.750 

1974 .. Royalty A/c 

12.500 

.. Bank 

10.750 




12.500 

• 

12.500 

1975 „ Bank 

16.250 

1975 .. Royalty A/c 

16.250 

1976 Bank 

20.000 

1976 ., Royalty A/c 

20.000 


Sbortworklag Aeeomrt 


Year 

Rs. 

Year 

Rs. 

1970 To MioimanivRent A/c 

2.500 

1970 By Baince c/d 

2.500 

1971 Balance b/d 

2.500 

1971 .. Balance c/d 

3.750 

„ Minimum Rent A/c 

1.250 




3.750 


3.750 

1972 „ Balance b/d 

3.750 

1972 ., Balance c/d 

4.250 

„ Minnmum Rent A/c 

500 




4.250 


4.250 


1973 Balance b/d 4.250 1973 By Provition against 

ibortworking Account 


(irrecoverable 


amount) 

2.500 

Balance c/d 

1,750 

4.250 

4.250 

1.750 biMMNots shiHlard’s A/c 

1,750 


••• >3 aw 


1974 „ Balance b/d 



1970 To Balance e/d 

2,500 

1970 By Profit and Loss A/e 

2,500 

1971 To Balance c/d 

3,750 

1971 By Balance b/d 

„ Profit St Lou A/c 

2,500 

1,250 


3,750 


3,750 

1972 To Bslsnce c/d 

4,250 

1972 By Balance b/d 

„ Profit St Loss A/c 

3,750 

500 

1973 To Shortworking A/c, 
To Balance c/d. 

2,500 

1,750 

1973 By Balance b/d 

4,250 


4,250 


4,250 

1974 To Profit St Loss A/c, 
Provision no longer 
required 

1.750 

1974 By Balance b/d 

1,750 

8eb4etting : In certain cases, the lessee of a mine may sublet the whole or 
part of it to another person. Therefore, the same person will be serving in two 


different capacitiet. tii-a-vis the orii^nal leuor» he will lerve as the lessee and 
will have to pay royatly on the total ontpnt of the mine, whereas, vl»-a-vts the 
■nb>lessee, he shall serve as a lessor and will receive royalty on the output from 
the portion of the mine sub-leased by him. 

The accounting for sub-lease may be done in one of the two ways. Under 
the first method, two separate sets of Royalty Accounts, Shortworfcing I Account 
will be maintained—the first set recording the transactions pnder the orginal 
lease and the second set for the transactions under the sub-lease. Alternatively, 
a combined Royalty Account may be maintained recording both the expenditure 
and income on royalty. In any case, it is essential that separate Shortworkings 
Accounts be maintained in respect of the original lease and the sub-lease. 

lOnstratlon: SN took on lease mining rights in an area of 100 square miles 
for a period of 33 years from 1st January 1979. Under the terms of the lease, a 
royalty of Re. 1 per tonne is payable merging in a minimum rent of Rs. 40,000 
per annum payable half yearly on 1st January an4 1st July every year. 

SN granted a sub-lease for 20 years of a portion of the above area measur¬ 
ing 50 square miles to KS from 1st July 1979 in terms of which a royalty of 
Ra. l.SOper tonne merging in a minimum rent of Rs. 39,000 per annum was 
payable—again in equal instalments on every 1st January or lat July. 

SN can recoup shortworkings throughtont the period of lease whereas the 
sub-lease provides that any shortworkings could be recouped only out of excess 
workings in any of the three half years immediately following that in which the 
workings aoomed. 
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Detaila for niMrala obtained ware: 


Minerala raiaed by (in tonnea) 


SN 

KS 

for half year ending 

30th Jane 1979 

12,000 

— 

31at December 1979 

10,000 

8,000 

30th Jane 19S0 

28.000 

10,000 

31at December 1980 

18,000 

12,000 

30th Jone 1981 

24,000 

13,000 

31at December 1981 

30,000 

20,000 


Show the Decenary aocoanta in the bookc of SN who clou their hooka on 
a calendar year baaia. 


BookaofSJ4. Ltd. 
Royalty Payable Aeeonnt 



Ra. 


Ra. 

1979 


1979 


Jane 30 To Land Lord A/c 

12,000 

Dec. 31 By Royalty Receivable 

8,000 

Dec. 31 „ ,, „ A/c 

18,000 

„ Profit ft Loaa A/c 

22,000 


30.000 


30,000 

1980 

Re. 

1980 

Ra. 

Jane 30 To Land Lord A/c 

38.000 

June 30 By Royalty Receivable 

10,000 

Dec. 31 To Land Lord A/c 

30.000 

Dec. 31 ,, ,, „ 

12,000 



„ Profit ft Lota A/c 

46,000 


68,000 


68,000 

1981 

Ra. 

1981 

Ra. 

Jane 30 To Land Lord A/c 

39,000 

June 30 By Royalty Receivable 

15,000 

Dec. 31 ,, „ ,, A/c 

50,000 

Dec. 31 ,, „ ,, 

20,000 



„ Profit ft Lou A/c 

34,000 


89,000 


S9~000 

Short WorUagfRecoTeraUe) Aecoont 


1979 

Ra. 

1979 

Ra. 

Jane 30 To Land Lord 

8,000 

Dec. 31 By Balance 

10,000 

Dec. 31 „ ,, „ 

2,000 




10,000 

' 

10,000 

19t0 

Ra. 

1980 

Ra. 

Jane 1 To Balance b/d 

10,000 

Jan. 30 By Land Lord 

10,000 



1979 

Ra. 

1979 

Rt. 

lUyl To Bank 

20|000 

Jnly 30 By RoyaHy PayaUe 

12,000 

De^ 31 M Balance c/d 

20|000 

„ Shortwmkiiii 

8,000 



By Royalty Payable 

18,080 



„ Sbortworking 

2,000 


40|000 


40,000 

INO 

Rt. 

1980 

Ra. 

ian. 1 To Bank 

70,000 

Jan. 1 Ry Balance b/d 

20,000 

Jane 30 To Sbortworking 

lOiOOO 

Jane 30 By Royalty Payable 

38,000 

Inly 31 To Bank 

28.000 

Dec. 31 To Balance c/d 

30,000 

Dec. 31 „ Royalty Payable 

30,000 


88.000 


88,000 

1911 

R>. 

1981 

Ra. 

Jan. 1 To Bank 

30.000 

Jan. 1 By Balance 

30,000 

Jnly 1 To Bank 

39,000 

Jnne 30 By Royalty Payable 

39,000 

Dec. 31 „ Balance c/d 

30,000 

Dec. 31 Royalty Payable 

50,000 


1,19,000 


1,19,000 



1982 

Ra. 



Jan. 1 By Balance 

30,000 


Royalty Reeel?aUa 


1979 

Rs. 

1979 

Ra. 

Deo. 31 To Royalty Payable 

8,000 

Dec. 31 By M/t. KS 

12,000 

„ Profit ft Loai A/c 

4,000 



12,000 


12,000 

19t0 

Ri. 

1980 

Ra. 

Jane 30 To Royalty Payable 

10,000 

Jane 30 By M/i. KS 

13,000 

Dec. 31 „ ti II 

12,000 

Doc* 31 ta •• 

18.000 

Dec. 31 II Profit ft Lou A/o 

11,000 




33,000 


33,000 

1981 

Rt. 

1981 

Ra. 

June 30 To Royalty Payable 

13,000 

Jnne 30 By M/t K8 

22,300 

iDec. 31 11 1. II 

30.000 

Dec. 31. 

30,000 

„ Profit ft Lou A/c 

17,300 



32,300 

r 


52^ 




AS 


SbortVMfcliit (A Mw w iM i ) A/« 


1970 

Dea 31 To Balanoe c/d 

Ri 

7,500 

1979 

Dec. 31 By M/a RS 

Ra. 

7,900 

1910 

Dec. 31 To Balanoe e/d 

Ra. 

13,500 

1980 

Jan. 1 By Balanoe o/d 

Jane 30.. M/a KS 

Dec. 31. 

Ra. 

7.900 

4.900 

1.900 


13,500 


13,900 

1931 

lone 30 By M/a KS 

„ Profit St Loss 
Dec.31 „M/a. KS 

Rs. 
3,000 
A/c 4,500 
6,000 

1981 

Jan. 1 By Balance 

Ra. 

13,900 


13.500 13,500 



M/a. K.S. Aceanat 


1979 

Ra. 

1979 

Ra. 

Dec. 31 To Royalty ReceivaUe 12,000 

Dec. 31 By Balance b/d 

19,900 

„ Shortworking 




Snapenaea 

7,500 




19,500 


19,900 

1980 

Ra. 

1980 

Ra. 

Jan. 1 To Balance b/d 

19,500 

Jan. 1 By Bank 

19.900 

Jnne 30 „ Royalty Receivable 

15,000 

July 1 By Bank 

19,900 

„ „ „ Sbortworldng 


Dec. 31 By Balance c/d 

19,900 

Snapenae A/c 

4,500 



Dec. 31 To Royalty Receivable 18,000 



„ Shortworking 




Snapenae A/c 

1,500 




58,500 


58^500 

1981 

Ra. 

1981 

Ra. 

Ian. 1 To Balance b/d 

19,500 

Jan. 1 By Bank 

19,900 

Jnne 30 „ Royalty Receivable 

22,500 

Jnne 30 „ Sbortworldng 




Bupenae 

3JXO 

Dec. 31 „ Royalty Receivable 

30,000 

„ Bank 

19,900 



„ Shortworking 




Snapenaea A/e 

6.000 



Balance e/d 

24^000 


72,000 


njooo 
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ntamiiM t Afto (Io<Ha)i, Ltd.; Ifadru eaterod lato a ooUabmatioo 
ag ree m e nt with Agro (U.K.) Ltd., Brimfaigham, omfor wUdi the fanner were 
to pqr toe latter, oemmeiidnf with the date on which toey elarted prodnetkm, 
a royalty ® 5% of eale daring each quarter of toe calendar year, eohjject to 
dedection of tax in India (which may be amnmed % S0%) to however that the 
remittanee in any aneh quarter thonld not be lem £300; toe “Shor^ 
worUng" being reooupable from out of royalty payable in ■nbaequent quarter! 
daring the same calendar year but not beyond. 


The following are the lalea figurea of Agro (India) Ltd. : 


Quarter 



Sales 




Rs. 

30-9<7S 



1,00,000 

31-12-73 



2.00,000 

31-3-76 



3,00,000 

30^76 



3,36,000 

30-9-76 



6,00,000 

31-12-76 



12,00,000 

Production had begun 

on 1-7-75. The rate of exchange may be taken at 

flwRi. 13-1/3 for remittance apto 

30-6-76, thereafter, at ll^Rs. 

21. The 

remittance hai been made 

in each case within one month from the end of the 

relevant quarter. Show Royalty Account. Agro (U.K.) Account and Short- 

working Account. 




SMutUu: 





Royalty Account 


Dr. 



Cr. 

1973 

Rs. 

1975 

Rs. 

Sept 30 To Agro (U.K.) Ltd. 

3,000 

Dec. 31 By Profit A Loss A/c 

13,000 

Dec. 30 To „ „ 

10,000 




15,000 


13,000 

1976 

Rs. 

1976 

Rs. 

Mar. 31 To Agro (U.K.) Ltd. 

25,000 

Dec. 31 By Profit A Loss 


June 30 To „ 

16.S00 

Account 

1,31,800 

Sept. 30 To „ 

30,000 



Dec. 31 To „ „ 

60,000 




1,31,800 


1,31,800 

Shefkwarhiag Aceount 


1973 

Rs. 

1975 

Rs. 

Sapt 30 To Agro (U.K.) Ltd. 

8,333 

Dec. 31 By Profit A Loss 


Dec. 31 To 1 , „ 

3,333 

Account 

11,666 


11,666 


11,666 
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197C 


1976 



Jane 90 To Agro (U.K.) Ltd. 

• 

4,200 

Sept 30 By Agro (U.K.) Ltd. 

4,200 


Agra (UX) Ltd. 



1979 

Rs. 

1973 


Rs. 

Oct 31 To Tax dedncted at 


Sept 30 By Sundries— 


Sonrce 

6,667 


Royalty 3,000 


To Bank 

6,666 


Short- 


Dec. 31 To Balance o/d 

13,333 


working £,333 

13,333 



Dec. 31 By Sundries— 





Royalty 10,000 





Short¬ 





working 3,333 

13,333 


26,666 



26,666 

1977 

Rs. 

1976 


Rs. 

Jan. 31 To Tax dedncted at 


Jan. 1 By Balance b/d 

13,333 

sonrce 

6,667 

Mar. 31 „ 

Royalty 

25,000 

To Bank 

6,666 

June 30 „ 

99 

16,800 

April 30 To Tax deducted at 


June 30 „ 

Shortworking 

4,200 

source 

12,300 

Sept. 30 „ 

Royalty 

30,000 

To Bank 

12,300 

Dec. 31 „ 

99 

60,000 

July 31 To Tax deducted at 





sonrce 

10,300 




To Bank 

10,300 




Oct. 31 To Shortworking 

4,200 




To Tax deducted 





81 sonrce 

12,900 




To Bank 

12,900 




To Balance c/d 

60,000 





\ 1,49,333 1,49,333 


1977 

Jan. 

8 To Tax deducted at 
sonrce 

To Bank 

Rs. 

30,000 

30,000 

1977 

Jan. 1 By Balance b/d. 

Rs. 

60,000 



60,000 


60,000 


Note : The miaimam payment after tax up to 30-4--76 Ri. 6,666 i.e., £300 % 
Re. 13,333 per £. Tothieeboold be added an equal amonnt for tax. 
The payment on 31 July, 1976, if to be Rt. 10,300 i.e., £300 ® Ri. 21 
per £. Shortworldnf has teen ascertained on this basis. 



poacLAniB 

MMMfeli af Pin t For pnrpoiea ofiiuoruioe, fln nmns: 

1. Fire (whether resulting from esplosioo or otherwise) not oocssioned wr 
happening throng ; 

(a) Its own spontaneous fomentation or heating or its undergoing any 
process involving the application of heat: 

(b) Earthquake, subterraneous fire, riot, civil commotion, war, 
invasion, act of foreign enemy, hostilities (whether war be declared 
or not), civil war, rebellion, revolution, insurrection, military or 
usurped power; 

2. Lightning; 

3. Bsplosion, not occasioned or happening through any of the perils 
specified in I (a) above. 

(i) of boilers used for domestic purposes only; 

(ii) of any other boilers or economisers on the premises; 

(iii) in a building not being any part of any gas works or gas for 
domestic purposes or used for lighting or heating the building. 

The policy of insurance can be made to cover any of the etcepted perils by 
agreement and payment of eatra premium, if any. Damage may alM be covered 
if eaused by storm or tempest, flood, escape of water, impact and breakdown of 
machinery, etc., again by agreement with the insurer. 

Usually, fire policies covering stock or other assets do not cover eaplosion 
of boilers used for domestic purposes or other boilers or economisers in the 
premises but policies in respect of profit cover such explosions. 

Clatsi for leas of stock : Fire insurance being a contract of indemnity, a 
claim can be lodged only for the actual amount of the loss, not exceeding the 
insured value. In dealing with problems requiring determination of the claim 
the following points must be noted— 

(a) Fire insurance is a contract of indemnity. Therefore, the claim will be 
limited to the actual loss suffered even though the insured value of the 
goods may be higher. 

(b) If the insured value of the stock is less than the total cost, then the 
average clause may apply, that is the loss will be limited to that pro¬ 
portion of the loss as the insured value bears to the total cost. The 
actual amount would, therefore, be determined by the following 
formula— 


Claim- 


Inytetd Value 
Totai Cost 


X Loss suffered 


One should note that the average applies only where the insured value is 
leu tliaa the total coat and vfce wm 



The nndenneatioiied poiott are relevant— 

(1) Where stock records are maiatained and snch records are not deitrosred 
bytbefire, the valoe of the itodt at the date of the fire can be easily 
arrived at. 

(ii) Where either stock records are not available or srbere they are destroy* 
ed by the fire the value of stock at the date of the fire has to be 
estimated. The osnal method of arriving at this value is to build up a 
Trading Account as from the date of last account. After allowing for 
the usual gross profit, the figure of closing stock on the date of the 
fire can be ascertained as the balancing item. 

(iii) Where account books are destroyed, the task of building up the 
Trading Account become difficult. In that case, customers and suppliers 
would have to be circularised to ascertain the amount of sales and 
purchases. 

(iv) After the insurance company makes payment for total loss, it has the 
same rights which the insured had over the damaged stock : 

these are subrogated to the insurance company. In practice, in deter¬ 
mining the amount of the claim, credit is given for damaged and 
salvaged Stock. 

(v) Frequently salvaged stock can be made saleable after it is recondi¬ 
tioned. In that case, the cost of snch stock must be credited to the 
Trading Account and debited to a salvaged stock account. The ex¬ 
penses on reconditioning must be debited and the sales credited to this 
account, the final balance being transferred to the Profit ft Lou 
Account. 

lltastratien: On 12th June, 1979 fire occurred in the premiu of N.R. 
Patel, a paper merchant. Most of the stocks were destroyed, cost of stock 
salvaged king Rs. 11,200. In addition, some stock was salvaged in a damaged 
condition and its vaiue in that condition was agreed at Rs. 10,400. From the 
books of account, the following particulars were available : 

\ 1. His stock at the close of account on December 31,1978 was valued at 

'> Rs. 83,S00. 

2. His purchases from l-l-TO to 12 p 6-79 amounted to Rs. 1,12,000 smd his 
sales during that period amounted to Rs. 1,54,000. 

On the basis of his accounts for the past three years it appears that he 
earns on an average a gross profit of 25% on sales. 

Pate] has insured his stock for Rs. 60,000. Compute the amount of the 
claim. 



Opening Stock on 1-1>79 


Rs. 

83,900 

Add : Purchases dnring the period 


1,12,000 

Leu : Sales during the period 

Rs. 

1,94,000 

1,99,900 

Orou Profit thereon 

38,900 

1,19,900 

Leu: Stock Salvaged 

11,200 

80,000 

Agreed value of Damaged Stock 

10,400 

21,600 



58,400 


Amouiit of Claim>-^^xSS.400-lU. 43,800 


For abaormal itema, on which grota profit at the uanal rate is not realisable, 
iocloded in opening stock and sold dnring the year, see pages S37 Advanced 
Accounts by Shnkla and Orewal. 


lUnatratlan : The premisei of Fire Proof Ltd. were destroyed by fire on 
30-6>1979. The following figores were ascertained. 

Yoo are required to prepare a statement of claim in respect of loss of stock 
to be submitted to the insurance company. 





1.1.1979 




to 

1976 

1977 

1978 

30.6.1979 

Ra. 

Rt. 

Rs. 

Rs. 


Opening Stock 

2,000 

2,200 

1,180 

3,402 

Purchases 

16,000 

14,900 

17,000 

3,300 

Sales 

20,000 

19,890 

18,750 

2,600 

Carriage Inwards 

900 

300 

900 

100 

Freight Outwards 

600 

700 

300 

25 


In 1976, while valuing closing stock, some defective goods costing'IRs. SOO 
were valued at Rs. 400. These were told for Rt. 490 in 1977. 


In 1977, an item coating Rt. 600 was wrongly valued at Ra. 700. This was 
sold for Ra. 950 in 1978. 


In 1978, item costing Ra. 1,200 were valued at Ra. 1,000, 90% of these items 
was told in June, 1979 for Rs. 600. 

Subject to this, the gross profit rate is more or leu uniform. 

The value of salvage was Ra. SOO. 



SI 


1976 

1977 

1978 


1976 1977 

1978 

Rs. 

Rs. 

Rs. 


Rs. Rs. 

Rs. 

To Opening 



By Salm 

20,000 19,850 

18,750 

Stock 2.000 

2.200 

1.180 

Leu Abaor- 



Leu Abnormal 
items 1 

400 

700 

mal itenu 

450 

550 

1,800 

480 

By Cloting 

19,400 

18,200 



ToParcbases 16,000 
„ Carriage 

14.SOO 

17,000 

Stock 

2,300 1,080 

3,602 

Inward 500 

300 

500 




„ Gross Profit 3,800 

3,880 

3,822 




22,300 

20,480 

21,802 


22,300 20,480 

21,802 

Rate of 

Gross Profit 19% 

21% 

20% 




Mcaurandam Trading Aceenat for the period eadleg 




30th Jaae, 1979 



Normal 

Abnormal 


Normal Abnormal 


Items 

items 


items 

items 


Rs. 

Rs. 


Rs. 

Rs. 

To Opening Stock 

2,402 

1,200 * 

By Sales 

2,000 

600 

„ PnrchaMs 

3,500 


„ Closing Stock 4,402 

600 

„ Carriage Inward 
„ Gross Profit 

100 





@ 20% *on sales 

400 






6,402 

1,200 


6,402 

1.^ 


*Averafe of the rates of gross profit for the three years. 

Statswe a t of Ctalaa 

Stock OB the date of fire : Normal items 

Aboormal items 


Rs. 

4.402 

fiOO 



5,002 

Less t Salvaged Stock 

800 

Amoont of Claim 

4^ 
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Co-tuuraiiee CUnue / “A provision hi an insurance contract, shdi as one 
covering loss bj fire, limiting the liability of the insurer to proportion of any 
loss not greater than the ratio of tbt amount of insurance carried to an amount 
equal to 80 per cent or some other stated percentage of the cash value of the 
property at the time of the loss’*. Thus, if a loss of I 60,000 is iacnrred on pro¬ 
perty having a cash value of I 1,50,000 on which insurance of f 1,00.000 is 
carried the policy containing an 80 per cent coinsurance clause—the iiunrer 
trill pay not in eacess of 100/120 of I 60,000 or 8 30,000. Had the insurance 
been 1 1,20,000 or more the fhll loss, up to the amount of the insurance have 
been covered” Kohler. 

Less of PreOts Claim : When a fire occurs, apart from the direct loss on 
account of stock or other assets destroyed, there is also a consequential loss 
because, for some time, the business is disorganised or has to be discontinned, 
and during that period, the standing expenses of the business like rent, salaries 
etc. continue. Moreover, there is loss of profits which the business would have 
earned during the period. This loss can be insured against by a “Loss of Profit” 
or “Conseqnentail Loss” policy: there must be a separate policy in respect of the 
consequential loss but no claim will be admitted in respect of this policy unless 
the claim on account of fire is also admitted under other policies. 

The Loss of Profits Policy normally covert the following items : 

(1) Lots of net profits, 

(2) Standing charges, 

(3) Any increased cost of working e.g., renting of temporary premises. 

In every business, there is some standard by which its activity or progress 
can be accurately Judged, it may be sales effected or the quantity of goods (or 
services) produced. To measure the loss suffered by a firm doe to fire, it is 
necessary to set up some standard expressed in such units as represent the 
volume of work. There should be a direct relation between the amount of 
standard and the amount of profit realised. A comparison between the amount 
for the standard before and aiter the fire will give a reliable indication of the 
lots of the profit sustained. The most satisfactory unit of measuring the 
prosperity (and therefore profits) is usually tuniover. 

A claim for loss of profits can be established only tf : 

(i) the insured’s premises, or the property therein, are destroyed or 
damaged by the peril defined in the policy; and 

(ii) the insured’s business carried on in the premises is interrupted or 
interfered with as a result of such damage. 

A claim for loss of profits cannot arise if the claim for loss of property as a 
result of the fire is not also admitted. This is very convenient as it avoids 
independent investigation into loss of property for purposes of loss of profits 
policy. It is possible that the busings of the insured may suffer because of fire 
in,the neighbourhood, not causing damage or the properly of the insured, say 
by dosing the street for some lime. Such eventualities may be covered by 
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•treoaent with the inenrer on payment of extra premium. If fire does not 
afibcl the vcdnme of btumesi, there can be no claim for lots of profita. 

Alfo, it doea not follow that If there it a large property claim, there will be 
necessarily a large claim for lou of profit or riee yeria. The following terms 
diooid be noted: 

Greee Prafit; The tnm produced by adding to the Net Profit the amnant 
of the Inenred Standing Charges or. if there be no Net Profit, the amount of the 
Insured Standing Charges less such a proportion of any net trading loss as the 
amount of the InsnreJ Standing Charges bears to all the standing charges of 
the business. 


Net Profit: The net trading profit (exclusive of ail capital) receipts and 
accretion and all outlay properly (chargeable to capital) resulting from the 
business of the Insured at the premises after due provision has been made for 
all standing and other charges including depreciation. 

Inenred Standing Chargee : Interest on Debentures Mortgage Loans and 
Bank Overdrafts, Rent, Rates and Taxes (other than taxes which form part of 
net profit) Salaries of Permanent Staff and Wages to Skilled Employees Board 
and Lodging of Resident Director and/or Manager, Directors' Pees, Auditors’ 
Fees, Travelling Expenses, Licence, Insurance. Premiums Feet, Auditors’ 
Unspecified Standing Charges [not exceeding 5% (five per cent) of the amount 
recoverable in respect of Specified Standing charges]. 

Indamilty PeiM: The period beginning with the occurrence of the 
damage and ending not later than twelve months thereafter during which the 
results of the business shall be effected in consequence of the damage. 


Rate of Gross PrMh: The rate of 
Gross Profit earned on the turnover 
during the financial year immediately 
.before the date of the damage. 

Annual T ara ovsr : The turnover dar¬ 
ing the twelve months immediately 
before the damage. 

Standard Taraovsr: The turnover 
during that period in the twelve 
months immediately before the date of 
damage which corresponds with the 
Indemnity Period. 


To which such adjustment shall be 
made as may be necessary to provide 
for tbe trend of the business and f or 
variations in or special circumstances 
affecting tbe business either before or 
after tbe damage or which would have 
' affected tbe business had tbe damage 
not occurred, so that the figures thus 
adjusted shall represent, as nearly as 
may be reasonably practicable the 
results which but for the damage 
j would have been obtained daring the 
J relative period after tbe damage. 


Iiunranee policies covering loss of profit contain tbe following conditions 
usually: 

Memo: 1—If daring the Indemnity Period goods shall be sold or service shall 
be rendered elsewhere than at the premises for the benefit of the 
bniinfse either by the insured or by others on tbe Insured’s behalf, 
the money paid or payable in respect of such sales or servioe shall 



54 


be btOB^ faito aeeoaat ia arriviag at tbe taraover dorteg tba 

latfeainl^ Periad. . 

Meaw : 2—If aay •taading durtei of the boaineM be aot iuoredbythie policy 
then la comptmof the amonol recoTeraUe hereoader u locreaae in 
Coat of WorUat* that proportion only of tbe additional ezpendi- 
tare aball be bronsht into aeoooat which the tom of the Net Proit 
and tbe iasared Staading Chargee bear to the earn of tbe Net Profit 
and all etaadiag chargee. 

Memo : 3—Tbie inenraace doee not cover loee occaeioned by or happening 
through or in ooneeqoence of destrnction of or damage to a 
Dynamo Motor, Tianeformer, Rectifier or any part of an etectrieal 
inatallation reaulting from electric cnrrenla however aricing. 

The etodent ehould note the following: 

(i) Tbe word *tumover* need above may be replaced 1^ any other term 
denoting the baeia for arriving the loee for profit e.g., output. 

(ii) Ineured etanding chargee may include additional iteme, by agreement 
with the inenrer. 

(iii) Net profit ineana profit before income tax baaed on profit. 

(iv) Depending upon the nature of buaineee. the indemnity period may 
extend beyond 12 montba—it may be aa long aa 6 yeara. Indemnity 
period shall not be oonfbaed with the period of ineurance which cannot 
be more than one year. 

The ineurance for Loea of profit ia limited to loee of groea profit doe to 
(i) reduction in turnover, and (ii) increase in the coat of working. The amount 
payable as indemnity it the turn of (a) and (b) below : 

(a) In raepe et of rednctlon la tnraever: The enm produced by applying tbe 
rate of groat profit to the amount by which tbe turnover during the 
indemnity period aball, in oonteqnence of the damage, falls abort of tbe 
standard turnover. 

(b) In raa p act of increas e In coat of working: The additional expenditure 
[subject to the provisions of Memo (2) given above] necessarily and 
restonably incurred for the sole purpow of avoiding or diminishing the 
reduction in turnover which, but for that expenditure, would have taken 
place during tbe indemni^ peroid in consequence of the damage: tbe 
amount allowable under this provision cannot exceed the sum produced 
by applying the rate of gross profit to tbe amount of reduction avoided > 
by the additional expenditure. 

The amount |wyable arrived at aa above is reduced by any sum saved during 
the indemnity period io respect of such of the insured standing charges as may 
cease or be reduced in consequence of the damage. 

Insurance policies provide that if tbe sum insured in respect of loss of profit 
is less than the sum produced by applying the rate of gross profit to the annual 
turnover (as adyusted by the trend the business or venation in special circum- 
stances affecting the boaineea either before or after the damage or which would 
have aflem^ the business had the damage not occurred), the amount payaUe by 
the insurer shall be proportionately reduced. This is nothing but application of 
the average danse* 

The turnover of a business rarely remains constant and where there has been 
aa iqiward or downward trend since tihs date of the lasthcconnta and vfito the 
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tomofer" thoold be eppropriately a^oetod, u 

pef flWHU ifltt yeea above* 

flliuttarly, whefe tbe eaniof capacity of the boriaeci haa chaaped* rate 
of groae prdk aaay not repreaent a correct indication of the loes and «niiHi«iiy 
aficed rate aaay be naed for tbe eompatation. 

Stadenta should carefliJly |o throofh the worldnf of the foUowing fliastra* 
tkm to nndentand the prooeu of the computation of the daim made on a “Loaa 
of ProUt*' policy. Sappose the following information is given : 

(i) Indemnity period 12 months. 

(ii) Sum iasared Rs. 1,20,000. 

(iii) Tamover, last flnanoial year ended Dec. 31, 1978, Rs. 10,00,000, 

(hr) Gross Profit. i.e.. Net profit plus insured standing charges, Rs. 2,00.000 
ghring a grou profit rate of 20%. 

(v) Net profit plus all standing charges, Ri. 2,SO,000 i e. Rs. S0,000 of the 
standbg charges are not insured. 

(vi) Fire occun on 31at March, 1979, and ellects business for 6 months. 

(vU) Turnover for 12 months ended 31 March, 1979, Rs. 9,00,000 
(viii) Turnover : 1-4-78 to 30-9-78 3,00,000 

1-4-79 to 30-9-79 3,00,000 


.*. Reduction in tnrnover 2,00,000 


(ix) Increase in cost of working, Rs. 30,000. 

(x) Saving in insured charges in the indemnity period Rs. 10,000. 
(xi) Decline in tbe trend of sales has been arrested. 

Tbe claim in respect of profit will be calculated at follows 


Rs. 

(a) Reduction in tnrnover at (viii) above 2,00,000 

Less 10% [Income (vii) to (iii) of the turnover from 30,000 

1-4-W to 30-9-78 - 

Real redncdon in turnover 1,30,000 


(b) Grots Profit @ 20% on (a) 30,000 

1,80,000* 

Claim for increase in cost of working: 30,000 x— —— 23,478 

2,30,000** 


33.478 

Less Saving in insured standing charges 10,000 


43,478 


(c) Application of average clause : Grots Profit of annual 

turnover, 20% on Rs. 9,00,000 1,80,000 

Sum insured 1,20,000 

1,20,000 

Hence claim limited to 43,478 x ——-— 28,983 

1,80,000 


*30% ef Rs. 9,ai>,000 Ofoss Profit on anaaal tamover. 

••OtosB Profit on annual tamemostaadias eharfss not Insvad. 



nhMtnMiM: AflreoocBTTCd oa l«l Fafcmaiy, 1978, ia tl|e prwaiMfrof 
Volatile Ltd., aad baaiaeu was pattialljp disorfaaised opto 3(Mi Jooe, 197S. 


Frooi the books of aoooont, the followiof iafonaatioa was extracted 


Rs. 

(1) Actual toraover from lit Pebraary, 1978 to 30th loae, 1978 7^000 

u) Toraorer from 1st Febrasry to 3^ Joae, 1977 2,10,000 

a) Toraofer from 1st Pebmsry. 1977 to 31 January, 1978 4,50,000 

(4) Net Prott for the last flnancial year 70,000 

(5) Insured standing charges for the last financial year 56,000 

(A Total standing charges for the year 64,000 

(7| TurnoTer for the last financial year 4,20,000 


The company incurred additional expenses amounting to Rs. 6,700 which 
reduced tbe loss in turnover. There was also a saving during the indemnity 
period of Rs. 2,430 in the insured standing charges as a result of the fire. 

Tbe company hold a “Loss of Profit” Policy for Rs. 1,24,200 having an 
indemnity of 6 months. 

There had been a considerable increase in trade since the date of the last 
ananal accounts and it had been agreed that an adjustment of 13% be made in 
respect of the upward trend in turnover. 

Compute the claim under the policy. 


Sotatloo: 

(1) Rate of Gross profit 


Net Profit-Unsured Standing Charges 
Turnover for the last financial year 


( 2 ) 


70.000+56,000 
” 4,20,000 

Reduction in Turnover: 

Turnover from 1-2-1977 to 30-6-1977 
Add : 13% expected increase 


X100 -30% 


Rs. 

2 , 10,000 

31,300 


Less : Actual turnover from 1-2-1978 to 30-6-1978 


2,41,300 

75,000 


1,66,300 


(3) Annual turnover : 

Turnover from 1-2-1977 to 31-1-1978 4,50,000 

Add :1S% expected increase 67,300 

3,17,500 

(4) Gross Profit on reduction in turnover : Rs. 1,66,300® 30% 49,950 

(5) Add : Additional Expenses : 6,700 6,372 


Less : Saving in Insured Standing Charges 


56,322 

2,450 


53,872 


*Tlw grass unfit on umial turnover Is 30% or 3,17,300 or Rs-143,230*. If standing ahamss 
not insored are inelndod, the amount boeomes Rs. 1A3.23Q. 
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BmMlm t The premiset of a compuiy wen partly deMroyed by fire 
whidi tock place on 1st March island at a rendt of which the bneinewwaa < 
dkotfanised from Ist March to 31st July 19S2. Aoconiito an closed on 31st 
December every year. The Company k insnnd nnder a Lou of Profits policy 
for Rs. 7,30,000. The period of indemnity specified in the policy k 6 months. 
From the following Information, yon are required to compote the amonnt of 


claim nnder the Lou of Profits policy : 

Rs. 

Tamover for the year 1981 40,00.000 

Net profits for the year 1981 2,40,000 

Insnnd standing charges 4,80,000 

Uninsured standing charges 80,000 

Turnover during the period of dislocation i.e. from 
1.3.82 to 31.7.82 8,00,000 

Standard turnover for the corresponding period in 
the preceding year i.e. from 1.3.81 to 31.7.81 20,00,000 

Annual turnover for the year immediately preceding 
the fire Le. from 1.3.81 to 29.2.82 44,00,000 

Incnaud cost of working 1,30,000 

Savings in insured standing charges 30,000 

Reduction in turnover avoided through increue in 
working coat 4,00,000 


Owing to reasons acceptable to the insurer, the ‘'special circumstances 
danse" sdpuiates for: 

(a) Increase of turnover (Standard and annual) by 10% and 

(b) Increase of rate of grou profit by 2%. 


Answer t 

CoHvatatIwi of the amount of daks for the lou of profit 
0) Loss of turnover in the dislocation period— 

Rs. 

Standard turnover for the corresponding 
period in the preceding year i.e. from 

1st Match, 1981 to 31st July, 1981 20,00,000 

Add : Agreed increase for upward trend 

^ 10% 2,00,000 it 


' I,*— : Actual turnover in the dkloca^ 
tion period 


22,00^ill; 
8 , 00,000 . 


14,00/100 


OroM Profit on short uks 9 20% 
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Add iacreued ooM of workhif limited 
to the Oron Profit oa uUea reeaithig 
from the iocreaied ooit 


Leu eeTiat io intnred standing change* 


mjooo 

3.60,000 

30.000 

3,30,000 


Application of Average clause : 


Amount of claim x 

3 30 000 X 
3.30.000 X 9 ^ 000 


Amount of Policy 


Q.P. on Annual (Adjusted) Turnover 


2,53.600 


Werktag Nates i 

(i) Period of claim t Dislocation period (being leu than indemnity period) 
i.e. 5 months from 1st March. 1912 to 31st July, 1982. 

(ii) Oross Profit ratio based on the trading results of the lut accounting 
year i.e. 1981 : 

o™. Proa. 




2.40,000+4,80,000 
40,00.000 

Adjusted gross profit ratio » lS%+agreed increaw by 2%—20 
(ii) Increased cost of working 
Amount rutricted to the minimum of the following : 

(i) Saving in the liability of insurer 

20% on Rs. 4,00,000 Rs. 80,000 

(il) hcCKd Cort OfWorkiMX 

Net Proflt+All insurable standing chargu 

1 50 non.r 2.«>.000-t-4.80.000 
i.3y,wu X 2,40.006+5,60.000 

-1.30,000x ^^-1,33.000 


(Alternative formula: 
Increued cost of working x 


O.P. on Annual (Adjusted) Turnover 
O.P. as above+Standing charges not insured 


1,30,000 X 1,38,3501 

Therefore, the amount of the daim for increased cost of working will be 
restricted to the Rs. 80,000. 
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IiMMMt piwlMi: A buic rate, aay 1 % ia fliedi actual premium b 
payawe aeoordiag to a graduated aoale depending upon the indemnity period. 
Thb aeale naually b aa followa : 

hnUiHMlty Period Premium rate of the basic rate) 


Not exceeding 

1 month 

50% 


n 

3 months 

75% 


$f 

6 months 

110% 


a» 

9 months 

130% 


f» 

12 months 

150% 


it 

IS months 

145% 


•• 

18 months 

140% 

1 The scale 

»» 

24 months 

125% 1 

1 falb as 

It 

36 months 

11.5% ! 

1 the period 

II 

48 months 

110% 1 

1 lengthens 

II 

60 months 

105% 1 

1 because 

II 

72 months 

100% 1 

1 the risk 

Exceeding 

72 months 

95% 1 

1 b reduced 


Suppoae the a nn ual groaa profit ia Rs. 1,00,000 and the baaic premium rate 
ia 2S P per cent, the premium on an annual policy will be aa follows; 


Indemnity Period 

Sum Insured 

Rs. 

Baste rate 

Rs. 

Adjustment 

Factor 

Premium 

Rs. 

6 months 

1,00,000 

250.00 

110% 

275.00 

9 months 

1,00,000 

250.00 

130% 

325.00 

12 months 

1,00,000 

250.00 

150% 

375M 

15 months 

1,25,000 

312.50 

145% 

453.13 

It months 

1,50,000 

375.00 

140% 

525.00 

24 months 

2,00,000 

500.00 

125% 

625.00 


CTahna on Ontysrt Baab : Output basis can be uaed in case of firms pro¬ 
ducing one staple where the rate of production does not eiceed the rate of sale 
or dbtribntion,-in other words, where the size of atocka of finished goods does 
nr not vary. The following are the claasea of bnsbess where output baab is' 
anriicaUe; 

Unit 

Breweries (not including the wines and 1 barrel of malt 

spirits departments) liquor (180 liters) 

Flour Milb 1 sack (one quintal) 

of flour 

Ou Works 1 therm 

Paper Milb 1 tonne of flnbhed 

paper 

Othar haala far asaartahlag laaa of pvoBt : In addition to turnover or out¬ 
put, aometimea the claim for loss of profit ia calculated with refbrenoe to some 
other bads. They usually are the foUowing : 
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ladMtry 

Cotton Spinning Nnmber of opindlM installed 

Engineering and Ship boilding Wages of operators 

Sngar Refining Consnmpiton of raw material 

Tramway Nnmber of ear-miles . 

Otibee CiaiaBS : Since tnsarance may be provided against a variety of risks, 
it follows that insurance claims can be of several types. Mostly th^ involve 
compensation for personal injnries or for disability or for destruction of forci¬ 
ble closure of business premises. These may not always be in the nature of 
'Insurance elaims*' but that of compensation or damages recoverable from 
parties responsible or liable for the injury or loss snflfored. 

In preparing such claims, the circumstances of each ease must be separately 
oonsidered. In the case of a claim for personal injuries involving temporary 
disablement, the following matters must be considered. 

(1) The ettent of the injuries. 

(2) The period for which disability would remain. 

(3) The extent of the disability. 

<4) The claimant’s actual income before the disability. 

(5) Where as a result of the disability, the claimant is forced to realise his 
capiul invested in the business and whether a loss occurs on such 
realisation. 

(6) The amount Of contributory negligence on the part of the claimant. 

In the case of claim for compensation where a business is disturbed or 
closed by reason or fordable acquisition or by some action of the local authori¬ 
ties etc., the following matters must be considered : 

(1) Revenue Expenses. 

(2) Damage or loss to ftirniture and fittings. 

(3) Loss on compulsory sale of the lease. 

(4) The unexpired period of the lease and weather alternative accommoda¬ 
tion is available at a higher rental. 

(5) Loss on sale of ftarniture and fittings. 

(6) Loss on compulsory sale of stock. 

(7) Loss of profits during period of removal. 

(8) Loss of goodwill and reduction in turnover antidpated. 

(9) Loss doe to stationery, etc. bearing old addreu being wasted. 

(10) Loss or <i »mag e« which may arise due to inability to complete contracts 
in time. 

(11) Loss doe to rednetion of income from sub-rentals. 

AecotmUng Birtrttt should be studied ftom the text-book No. (ii) page 346. 
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UiniflS AND PAdACIS 

IHie accoQDtiog probtem aritci io respect of empties and packages only if 
these are returnable by the customers aiuf a rofhnd then becomes due to them. 
The problem will only be of stores accounting if these are not returnable. 

The customer may be billed at a certain amount for the 'empties' and 
'packages* sent to him with understanding that if he returns them within a 
certain period, he will be given a credit, usually at a smaller amount than that 
charged to him. The diflfarence is higher, payable by the customer in any case; 
the customer will have to pay the full amount if he fails to return the empties 
within the spedSed period. To ascertain the profit on this part of the firm’s 
business, the depreciation and maintenance charges will have to be charged 
against the hire of the empties returned by customers and the sale price of those 
retained by them. 

There should be a separate Trading Account for the purpose of ascertain¬ 
ing profit or loss on empties and packages. It may be prepared on the lines 
indicated below: 


Kmptiea Trading 

Account 


Rs. 

Cr. 

Opening stock of 1 


Customers—No. of empties 

empties* 1 

at cost 

sent at full price 

(a) in hand 1 

less dep. 

Provision for return empties 

(b) with customers I 

(returnable) J 

written off 

at the beginning of the year 

Purchases at cost* 


Closing stock of empties* 

Repairs and maintenance 


(a) in hand H cost 

charges 


(b) with customers | less 

Customers—credit given 


I deprecia- 

for empties returned 


J tion 


Balance c/d credit to be 
given for empties which 
may still be returned 

The dififorence between the two sides will be profit or loss to be transferred 
to the profit and loss account. 

A better plan will be to record the transactions in respect of empties and 
packages in the following manner : 

(1) Open Onptki Stock Account: This account will swrt with the stodc 
on hand at well as with customers and will be debited with the cost of new 
purchases. It should be credited with cost of empties retained by customers or 
those scrapped or destroyed. The balance will be carried down and will show 
the cost of the empties on hand and with customers who have the right to 
return them. 


of both dw sidM marked* r e p resiu t east ofeenuinan 



PordiMc (net) (OroM 10,600+2,000 retorned to fnpfdieii] 


10,600 


74,600 


Sent ont 
CkMing Stock 
Sboitage 


60,000 

14,000 

600 


74,600 


(iU) ToUl Opening Stock 15,000 

‘Sales* 6,000 

Lost in transit 1,600 

ShorUge 600 8,200 


Included in closing stock 6,800 


Closing Stock 17,400 

Less out of Purchases 10,600 


Out of Opening Stock 6,800 


Sdf-Eusaiaatlan Qneatlona 

1. A took a lease of a coal mine on a royalty of Rs. 5 per tonne raised. 
The ont'put was as follows : 

First year 5,000 tonnes Third year 10,000 tonnes 

Second year 8,000 tonnes Fourth year 8,000 tonnes 

State the amounts payable to landlord in all 

(i) if a minimum rent of Rs. 35,000 is payable : 

(ii) if there is provision for recoupment in the subsequent year only; 

(iii) if there is provision for recoupment in the first 4 years of the lease. 

[(i) applies to (ii) ft (iii) also] [(U) Rs. i 1,30,000 / (Ui) Rs. 1,45,000} 

2. A took a lease of a coal mine on royalty of Rs. 5 per tonne with a mini¬ 
mum of Rs. 1,00,000, per year w.e.f. 1st Jan. 1975, he bad the right to recoup 
sbortworking in the following-two years. On 1st Jan. 1976, he granted a sub¬ 
lease to B, at a royalty of Rs. 7 per tonne with a minimum of Rs. 50,000, p.a. 
with a right to recoup short-working in the following year only. The output of 
M/s A ft B has been as under : 


Year 

A 

B 


tonnes 

tonnes 

1975 

12,000 

— 

1976 

15,000 

7,000 

1977 

16,000 

8,000 

1978 

20,000 

9,000 

1979 

20,000 

• 10,000 



m 

Work oat tlie amoanl to deUtoUe/ondiuUe to the Rcqrahy Account. Short 
working ReooopnUe and AllowaUe Aoeonnt, Prodnction Acoonnts and Profits 
and Loss Aoeonnt. 

Aaawor: Rojralty Paid Rs. 5.93,000; Royalty Received Rs. 2,38,000, 

3. Find oat the amonnt for a 'Loss of Profit Policy* on the basis of follow* 
ing figures for the year ended 31st Dec., 1970. 


Salaries, 10% variable 

Rs. 

19,000 

Gross Profit 

Rs. 

97,500 

Interest on Debentures 

1,500 

Interest on Investments 

5,000 

Rates 8t Taxes 

3,000 

Profit on sale of fixed assets 

4,000 

Light and Power 

625 

Commission on Sale 

6,250 

Insurance 

1,000 

Depreciation on Bldg. 

7,500 

Subscription 

125 

Rent 

3,350 

Advertising 

750 

Audit fee 

385 

General Expenses 

40% (variable) 

3,750 

Directors* fee 

5,000 


Direct charges include Rs. 5,000 wages of skilled workmen. 

[Hint: Gross Profit—Variable Eapenses] 

[Answer Rs. 87,850J 

4. (i) Fire occurs on 1st July, 1970 and the policy covers loss of profits 

daring a period of 4 months. The normal sale is Rs. 1,00,000 per 
month. Actual sale was Rs. 20,000, Rs. 40,000, Rs. 80,000 and 
Rs. 1,00,000 in 4 months. What is the reduction in sale for purpose 
of the claim 7 [Rs. 1,60,000} 

(ii) (a) Is it possible to take out a loss of profits policy for a period 

exceeding one year ? 

(b) The indemnity period in a consequential loss policy is 36 
months. Some one says it is not possible. Do yon agree 7 

[No. in both eoMes] 

(iii) The following relate to same company. 

(a) The accounts for 1971 show the sales are Rs. 40 lakhs and 

profits are Rs. 6,20,000 after debiting Rs. 4 lakhs for income 
tax, Rs. 10,000 penalty for infringement of factory lawsl 
Rs. 1,50,000 for fixed expenses and after crediting Rs. 20,000 
as dividend received on trade investment. What is the Rate of 
gross profit 7 (29%) 

(b) Wages were Rs. 5,00,000. Under an agreement effective on 

1st Xanuary 1972, wages rates are to be increased by 10% but 
on that date an automatic machine was introduced which lead 
to a saving of Rs. 30,000 per annum. What will be the new 
rate of grOM profit if you think it will change 7 (28.5%) 



No. 

Rs. 

No. 

Rs. 

To Sundry Customers A/c. 

By Balance b/d 



Drums returned 29,000 

11,60,000 9 Rs. 

500 

XOOfiOO 

To DnuBM Reserve A/e, 

By Drums Trading A/e 


Provision not re¬ 

provision 



quired (9 Rs. 40 300 

20,000 required 

30,000 

12.00,000 

To Balance c/d 5,300 

2,20,000 



35,000 

14,00,000 

35,000 

14,00,000 

IBustratlen : A company sells its prodnett in containers and 

diarges for 

rite same at the time of delivery and when the customers return them in good 


eooditioD withio a period of sixty days, a refund is made. Dnrint the year 
197S, 60,000 containers were supplied to onstomers at Rs. 12 eaeh and they 
retomed 34,000 eoatainers for which a refhnd was granted at Rs. 9 each. They 
retained ^000 containers. 

At the eommenoemenl of the year the stock was 3,000 with the customers 
and 10,000 in the company’s godown and at the end of t^ year the stock was, 
3,400 with the customers and 14,000 in company’s godown. The opening and 
fiiosiag stodc were valued at Rs. 8 per container. Daring the year the company 
purdiased fresh oontainera at Rs. 10 each out of which 2,000 containers were 
returned to the suppUers who gave a rd»te of Rs. 17,000; 4,000 containers were 
denugod in transit and Rs. 400 was recovered from tte carrier. At the time of 
atock*taking, a shortage of 600 containers was noticed. 

Mow the containers Account with quantitative details and give a statement 
reconciling the profit or lost on the containers service for the year 1978. 


Quantity 

Account 





Rs. 


Rs. 

To Stock with 



By Rental 60,000 x3 

1,80,000 

Customer 

3.000 

40,000 

„ Containers retained 6,000 

34,000 

M Stock at Shop 

10,000 

S0;000 

„ Loss in transit 1,600 

12,800 

Purchases 

12,600 

1,26,000 

„ Shortage at Stodt 


„ Trading Profit 


1.64,000 

taking 600 

4,800 


• 

w 

1 

3 

i 

3 

2,000 

17,000 

„ Loss on Return 


3,000 

„ Stock : at Shop 

14.000 

1,12,000 

with Cus¬ 



tomers 

r, ’ 

3,400 

27,200 

27,600 \i.l0,800 

27^ 

4.10JOO 



By Tradiog Prollt 


I,6M00 


TdtiMitetntell 12.t00 

^ Shortage al Stoek taldog MOO 

„ Lon oo Retam 3,000 

Net Profit 1.44,200 


I.fi4.n0 1.64,100 


Bernarfliarteo State n et 


Rental on 60,000 containen (12~9) 
Profit on 6,000 oontainera retained (9—6) 


Leu I Lou in transit 

Shortage at Stock taking 
Lou on retnrn to supplies 
Depreciation 10,600 X 2 


Rs. 

1,60,000 

6JOOO 


1 . 86,000 

12,800 

4,800 

3,000 

21,200 


41,800 41.800 


1,44,200 


Note : It it auttmed that Rs. 400 recovered from insurers fis] just] sufikienl to 
repair the damaged containers. 

Wasklag Notes: 



No. 

0) Opening Stock with customers 

3,000 

Sent doting the year 

60.000 


63,000 

Returned daring the year 

34,000 

Balance 

ii/no 

Retained 

6,000 

Retnrnable 

S.B00 

Lost in transit 

3,400 


1,600 

(ii) Stodc of Shop 

10,000 

Returned by customers 

54,000 


64,000 



(U) SKwtks ThuBKg Aeeomt i It tkosld be cradited by Ibe ftill prioe 
dutfeable for empties seat to enaotmer’s (tiie oastomen* aecoont will te. 
debim) end should be debited by (■) the emoaat refbadable to oostoaiers ia 
lespect of the empties sent to them, and (b) the oott of tlw empties retained by 
eastomers (the crrait for this amount will be in the empties sux^ aoooant). The 
AouUe tHtry la rtspeet of this amount as welt as for (a) above trill be completed in 
the Empties Reserve, llie balance in the Tradiof Account will reveal profit or 
loss which should be carried down indicating the grou profit on this part of the 
bntiaess. After that, the account should be debited by (a) the depreciation 
allowable for the current year on the emp^. and (b) this repairs and mainte¬ 
nance charge. At tbit stage the aceonnt will reveal net profit or loss on empties 
and packages. 

(iii) Open Coptics Reserve Account to be credited by the amount refunda¬ 
ble in respect of empties sent to customers and debited by the amount no longer 
refundable {See (ii) above]. An amount equal to the amount which the 
customers can still claim by returning empties in their pouession should be 
carried down as a balance to the next year. When customers do return empties, 
this account will be debited and the customers will be credited for the refund 
doe to them. 

lUuatratien: Chemicals Ltd. supply their products in returnable drums. 
A drum is invoiced @ Rs. SO but if it is returned within 4 weeks, a credit of 
Rs. 40 is mven to the customer. A drum company and its life is estimated at 5 
years at the end of which the scrap value is likely to be Rs. S. The following 
particulars are supplied to you. 


Drums in hands of customers S,000 

Drums in stocks at the premises 7,000 

Drums sent to customers 30,000 

Drums purchased during the year 1,000 

Drums tent but still returnable 5,500 

Drums returned by customers 29,000 

Drums condemned during the year, useful life being over 1,500 

Amounts raised by sale of condemned drums Rs. 0,000 

Depreciation is to be provided on straight line basis 


Prepare accounts to show profit or loss on bis part of the company’s 
business. 


Solution; 




Dram Stock Aecouut 


Cr. 

Dr. 

No. 

Rs. 


No. 

Rs. 

To Balance b/d 



By Drum Trading A/c 


In hand 

7.000 

2,45.000 

(Drums not retorned 


With customers 

5,000 

1.75,000 

by customers at 



To Purchases 

1.000 

35,000 

cost 

500 

17,500 


By Drum Trading A/c 




(sold as scrap) 
By Balance c/d 

1.500 

52,500 




with customers 

5,500 

1,92,500 




in hand 

5,500* 

1,92,500 


13.000 

4.55.000 


13,000 

4,55,000 

• 







*BalaDelat flanre. 






Rs. 

To Dnuna Stock 

A/c 


coat of drums 


retained by 



enstomers 

soo 

17,500 

To Drums Stock 

A/c 


Cost of dmnu 


sold as scrap 

1,500 

52.500 

To Profit to 



Profit Sc Loss A/c 

3,03,000 


2.000 

3.73,000 


MemnaAm Ci 

Rs. 

To Balance b/d 


@ 50 

5,000 

2,50,000 

To Drunu set out 



@50 

30,000 

15,00,000 


35,000 

17,50,000 



Rs. 

By Rental of 30,000 


Drums sent out 
@ Rs. 10 per drum 

3,00,000 

^ Provision for 

Depreciation A/c 

By Customers A/c 

45.000* 

Sale of Customers 500 

20,000 

@ Rs. 40 


By Cash—realised by 


sale of drums as 
scrap 1,500 

8,000 

2,000 

3,73,000 

itomars Aceoaut 

Rs. 

By Drums returned 29,000 

14,50.000 

„ Drums sold 500 

25,000 

(being not return¬ 
able 


By Balance c/d 5,500 

2,75,000 

35,000 

17,50,000 


Note: Depreciation Rs. 66,000 on 11,000 drums will be debited in the 
Profit and Loss A/c. 

Aliematifely, the drums Trading Account and Drums Reserve Account may 


be prepared. The Drums Stock Account will be as given above, 
accounts will be as shown below. 

DruHM Trading Account 

Rs. 

The two 

Rs. 

To Drums Reserve A/c 


By Sundry Customers A/c 


30,000 drums @ Rs. 40 
To Drums Stock A/c 
cost of drums retained 

12,00,000 

30,000 Drums @ Rs. 50 
By Drums Reserve A/c 
(Provision on drums 

15,00,000 

500 @ Rs. 35 

17,000 

retained not required) 


To Drums Stock A/c 
cost of drums sold as 


500 @ Rs. 40 

By Cash—sale proceeds of 

20,000 

scrap 1,500 @ Rs. 35 
less depreciation Rs. 30 
To Profit St Loss A/c profit 

7,500 

3.03,000 

15,28,000 

drums sold as scrap 

8,000 

15,28,000 


**Oa dram SOM as scrap; dM nssfU life of the diasos beiag over, fhll depreciatieB# ls,M 
par draai nrast have ban provided. 




(e) Tbe oompaiijt Iwd afln oa Islisset 1972 Md M • fendltidN 
wen Rt. 3^00,000 in the fonr non^ ending Sept. 30, 1972, 
whereu in the tame period in 1971 the figure was 
Rs. 9,00,000 sales from 1-1-71 to 31-3-71 and Arom 1-1-72 to 
31-3-75 were respectively Rs. 16,00,000 and Rs. 20,00^000 res¬ 
pectively. What is the rednotioo in sales? What te the loss or 
profit 7 (Mm. 8,25(000, Mm. 2,55JtS) 

(d) The sales for the 12 months to 1st June, 1972 is Rs. 48,00,000 
and the amount of the policy is Rs. 15,00,000. Does the claim 
in respect of loss of profit change ? (7ms to Mm. 2J06J255) 

(e) The company incurred Rs. 40,000 as additional eapenses to 
increase sales; the increase was (Rs. 1,32,000). How much 
will the insurer pay in respect of the additional expenses ? 

(Mm. 37,620) 

(f) Will you answer for (e) change if the uninsured standing 
charge are Rs. 2,20.000 ? 

(g) Considering all the facts given above, what will be the final 

claim ? (Mm. 2,14(690) 

(h) X Ltd. took a Consequential Loss Policy on Ist May, 1970 for 
one year : the indemnity paid is 24 months. A fire incurred 
on Sth May. 1971. Will there be a claim under the policy ? 

(No) 

5. Mr. Stanley Smith purchased 2,000 cases at Rs. 20 each and sent out 
9000 cues “on sale or return basis’* to his customer charging at Rs. 30 per case. 
100 oases were returned and 500 cases retained permanently by the customers. 
Ptepare the Casu Control Account, Stock Account and Cases Profit Suspense 
Account. 

Aiuwer t Profit earned on 500 Cases Rs. 5,000. Profit held in Suspense 
Account on 300 cases Rs. 3,000. 


s 
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INTERMEDIATE COURSE (N) 
ACCOUNTING 
STUDY-V 
HIRE-PURCHASE 

Thb Stuiy Coftn : 

Nature of hlre-puichtM agreement and agreement* 
to pay by iattalmenu | legal position 
Treatment in hire vendor** book* 
ftcAt on hire porchaae 'tflUMactiont 
Atoertaimnent of cadi price 
Hire porcbaae trading account 
Account* of hire-purchase finance companie* 
Acturial method 
Sum of digits method 
Equal instalment or straight line method 
Provision for bad debts 
Treatment and description in final accounts 
Provisioo against free maioteoance 
# ' ‘ The hire-purchaser** books 

> / Return of goods 

Sale or purchase on deferred instalments basis 
Sale of goods on approval or return basis. 


Peeacfifc e d Rendinga 

^ Accountancy by PiAItt (ELBS Fourth EditionX Chapter 20, 

(ij) Advance Accounts by Shukla and Orewal (Eleventh Edition) Ch^^ 14. 
^ Advanced Accounts by U. Chafvaborty, Chapter II, Part III 


TJMr Stadly Paptr hat btta prtpand by tha Board of StuMot of tka 
IhffftKie qf Qmtarad Atoommtt of InBa. PtradtAm of tho C orne d 


fisidPMa 


aay yortUmif ddt 
f dm vfan« qf aha fi 
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Nktar* of HLrc-PorduMo agraomoBta aad agrocmoBts to poybf 
iaotalmcnto— A higher parchaie agreement ia a contract of bailment conpled with 
an option to the hire purchaser to acquire the goods delivered to him under such an 
agreement. By the delivery of goods to the hire purchaser, the hire vendor merely 
parts with their possession, but not the ownership. The property or title to the 
goods is transferred to the hire-purchaser, on his paying the last instalment of the 
hire price or complying with some other conditions stipulated in the contract. At 
any time before that, the hire-purchaser has the option to return the goods and, if 
he does so, he has only to pay the Instalments of price that by then have fallen 
due. The right or option to purchase is the essence of hire-purchase agreements. 
In the event of a default by the buyer (hire purchaser) in the payment of any of the 
instalments of hire price, the vendor can take back the goods into his possession ; 
this is legally permissible since the properly in the goods is still with the vendor. 
(But, see p. 4.) 

On the other hand, it may have been agreed between the buyer and the 
seller that the pries of the goods would be payable by instalments and the property 
would immediately pass to the buyer ; in the event of a default in payment of 
instalments, it would not be possible for the vendor to recover back the goods. He, 
however, would have the right to bring an action against the purchaser for the 
recovery of the part of the price that has not been paid to him. 

Analysis of the hire purchase price : The hire purchase price is always 
greater than the cash price, since it includes premium payable over and above the 
price of the goods to compensate the seller for the sacrifice be has made by agreeing 
to receive the price by instalments and the risks that be thereby undertakes. It ia 
thus made up of following elements : 

(a) cash price ; 

(b) interest on unpaid instalments ; and 

(c) a charge to cover the risk involved in the buyer defaulting to pay one 
or more of instalments of price or that of his returning the goods in a 
damaged condition. 

Interest is the charge for the facility to pay the price for the goods by instal¬ 
ments after they have been delivered. The rate of interest is generally higher 
(ban that payable in respect of an advance or a loan since it also includes a 
charge to cover the risk that the hirer may fail to pay any of the instalments and, 
in such an event, the goods may have to be taken back into possession in what¬ 
ever condition they are at the time. A separate charge on this account is not 
made as that would not be in keeping with the fundamental character of the hire- 
purchase sale. 

Law : The Hire Purchase Act 1972, which came into force on lat Septem¬ 
ber, 1973, definea a hire purchase agreeme n t as an agreement under which gooda 
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are let on hire and onder which the hirer hat an option to purchase them in accor* 
dance with the terms of the agreement which includes an agreement under which— 

(0 possession of goods is delivered by the owner thereof to a person on 
condition that such person pays the agreed amount in periodical instal¬ 
ments ; 

(ii) the property in the goods is to pass to such person on the payment of 
the last of such instalments ; and ^ 

(iii) such person has a right to terminate the agreement at any time before 
the property so passes. 

Section 3 of the Act requires that hire-purchase agreement should be in 
writing and signed by the parties concerned and that it must state the following: 

(a) the hire-purchase price of goods to which the agreement relates ; 

(b) the cash price of the goods, that is to say, the price at which the goods 
may be purchased by the hirer for cash ; 

(c) the date on which the agreement shall be deemed to have commenced ; 

(d) the number of instalments by which the hire-purchase price is to be 
paid; the amount of each of these instalments, and the date, or the 
mode of determining the date, upon which it is payable, and the person 
to whom and the place where it is payable ; and 

(e) the goods to which the agreement relates, in a manner sufficient to 
identify them. 

Where any part of the hire-purchase price is, or is to be paid otherwise than 
in cash or by cheque; the hire-purchase agreement shall contain a desci'iption of 
that part of the hire-purchase price. 

In case there is non-compliance with regard to the above, the hirer has the 
right of instituting a suit for getting the hire-purchase agreement rescinded ; but 
}he Court has to be satisfied that the non-compliance has prejudiced the ffirer. 

should be noted that the usual warranties and conditions in regard to sale of 
goods apply in the case of hire-purchase agreement also. This is under Sectirm 6 
of the Act. 

The Act has also defined the various terms relating to price (Section 7). 
These are the following: 

(a) ‘*cash price iiutalment”, in relation to a hire-purchase-instalment 
means an amount which bears to the net cash price the same propor¬ 
tion as the amount of the hire purchase instalment bears to the total 
amount of hire-purchase price ; 

(b) ‘deposit’ means any sum payable by the hirer under the hire-purchase 
agreement by way of dep^t or other initial payment or credited oe 
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to be credited to him under the efreement on eccoont of uy inch 
deposit or payment, whether that sum is to be or has been discharged 
by payment of money or by .transfer or delivery of goods or any other 
means ; 

(c) "net cash price", in relation to goods comprised in a hire-purchase 
agreement means the cash price of such goods as is required to be I 
speci&ed in the hue-purchase agreement less any deposit as defined in * 
clause (b) ; 

(d) "net hire-purchase charges'* in relation to a hire-purchase agreement 
for any goods, means, the difference between the net hire-purchase 
price and the net cash price of such goods ; 

(e) "net hire-purchase price" in relation to goods ermprised in a hire- 
purchase agreement, means the total amount of hire-purchase agree¬ 
ment less ; 

(i) any amount which is payable to cover expenses of delivering the 
goods or any of them to or the order of the hirer and which is 
-specified in the agreement as included in the hire-purchase price; 

(ii) any amount which is payable to cover registration or other fees 
under any law in respect of the goods or the agreement or both 
and which U specified in the agreement as included in the hire- 
purchase price; and 

(iii) any amount which is payable for insurance (other than third party 
insurance) in respect of the goods and which is specified in the 
agreement as included in the hire purchase price ; 

(f) "statutory charges”, in relation to hire-purchase agt cement, means the 
aggregate of the amount calculated in accordance with the provisions 
of sub-section (2) of the Section as statutory charges in respect of each 
of the cash price instalments corraponding to each of the hire-purchase 
instalments under the agreement. 

The statutory charges, in respect of cash price instalment, shall be an 
lount calculated at the rate of thirty per centum per annum. 

TheCentrgl Government has the power of specifying, after consultation 
th the Reserve Bank of India, the Rate of the interest which will be used for 
-lulating the statutory charges but the rate cannot be less than ten per cent per 
aum. The statutory charges will then be calculated in accordance with the 
owing formula: 

CIxRxT 

SC-»-, where 

100 

SC-«incans the statutory charges : 




5 


Ct « meaiu the ainoDiit of cub price instalment expressed in rupees of 
fraction of rupees; 

R — means the rate ; and 

T » meau the time, expressed in the years and fractions of years, that 
elapses between the date of the agreement and the date on which the hire- 
purchase instalment corresponding to the cuh price instalment is payable 
under the agreement. 

Rigkta hirer « In addition to the usual rights which are enjoyed by 
lirerst the Act hu added the following rights: 

(1) The owner or the vendor cannot terminate the hire-purchase agree¬ 
ment for default in payment of hire or due to unauthorised act or 
breach of expressed conditions unless a notice in this regard in 
writing is ^ven to the hirer. The notice period is (i) one week when 
the hire is payable at weekly or shorter interval, and (ii) two weeks 
in other cases. 

(2) In the following cases, the right to repossess the goods will not 
exist: 

0) if the hire purchase price is less than Rs. 15,000 (Rs. 5,000 in case 
of motor vehicles) and ouc-half of the 'hire-purchase price hu 
been paid; 

(ii) if, in other cases, 3/4ths of the hire-purchase price hu been paid. 

The Central Oovemment hu the power of raising the limit to nine-tenths 
rhere hire-purchue price is Rs. 15,000 or more in the case of motor vehicles. 

In other cases, the repossession will be possible only if it is sanctioned by 
le Court. 

(3) The hirer hu the right of receiving from the owner, on payment of 
1 for expenses, a statement showing the amount paid by or on behalf of the 

rer, the amount which hu become due under the agreement and which remams 
npaid together with the dates concerned and the amount which has become pay- 
')le under the agreement and the modes and the dates concerned. 

(4) If the amount paid by the hirer before the date of the re-possession 
’ the goods and the value of the goods on the date of the reposseuion together 

xceeds the hire purchase price, the exceu is payable to the hirer. For ascertaining 
le value of the goods, the owner or the vendor hu the right of deducting leason- 
>]e wpensu for posaeuing the goods, for storing the goods or repairing them for 
elling them and for payment of arrears of tuu. 

Truitmeam fas hire vasUfai«*a Iseohs: A, hire purchase sale being diflerent 
em a r^nlu sale it wonld be incorrect to record them alike; nevertheless. 
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certain concerns do so. Bat it is not recommended since it wonld not tmiy disclose 
the special nature of such sales or correctly distribute the amount of profit of interest 
over the period of its accrual. 

Several methods for recording hire purchase sales are current. Each of 
them differs from the other only on consideration of the nature of goods, volume 
of transactions, the length and number of instalments and other similar factors. A 
few of those that are being commonly employed are described below : 

(1) Sales Method : According to this method, the transaction is treated 
as if it is a regular sale. The entries that have to be* mode under this method 
are: 

(i) Debit the hire purchaser with the cash value of the goods and credit 
the amount to the Hire Purchase Sales Account. 

(ii) Every time an instalment falls due for payment, debit the hire pur¬ 
chaser with interest on the unpaid balance of price at the agreed rate 
and credit interest account. 

(iii) On cash being received, debit cash and credit the hire purchaser’s 
account with the amount of the instalment collected. 

If goods are returned by the hire purchaser or they are repossessed by the 
vendor on the hire purchaser’s defaulting to pay an instalment of price, the 
following entries would have to be passed : 

(i) Debit Hire Purchase Returns Account and credit the hire purchaser’s 
account with the amount of instalments that by then have not fallen 
due. The amount should be treated as the cost price of goods reposs¬ 
essed. If it is in excess of the market price, the same would have to 
be reduced to the market price, by debiting the difference to Loss on 
Repossession Account. 

(ii) Debit Bad Debts Account and credit hire purchaser’s account with 
the amount of instalment that, though due, would not be recovered 
(only if it had become time barred for recovery or otherwise it ba'V 
been proved that the amount cannot be recover^. So long as proceed-' 
ings for recovery are in progress, it will not be necessary to make any 
entry. 

Entries to be passed at the end of each accounting period : 

(i) Transfer the balance in the Hire Purchase Sale Account to the 
Trading Account 

(ii) Transfer the balance in the Interest Account to the Profit ft Loss 
Account. 

(iii) Show amounts recoverable from the hire purduMers in the Balance 
Sheet on the assets side as Hite Purchase Debtors. 



7 


tlie Tahie of goodi retumded or repotsessed also wQI be shown on the asse 
side as ‘Returned or Repossessed Hire purchased Stock.* 

Where this method is employed, the seller has to keep a q>edal Sales Da; 

^ Book for recording all sales under hire parchase agreement; also a separate Bool 
entry for recording interest on the unpaid balance will be required. 

It must, however, be noted that if this method is adopted, although interei 
pertaining to eich period of account would be credited to the Profit & Lo 
Account of the year, the whole of the profit on sale would be credited in the yea 
the sale takes place. Such a treatment being inappropriate from the accountinj 
point of view, it is necessary that a provision in the account should be describe* 
to exdnde profit which has not been realised. Further, to correctly disclose ll 
lutura of the asset, amounts due from hire purchasers should be described in tb 
balance sheet as stock out on hire-purehase, instead of the amount being timjpl; 
shown as a book debt. 


The foregoing objects being valid, the amount of unearned profits should h 
kept as a provision and the amount due from the hire purchasers should bi 
correctly de^ibed as Stock out on Hire*purchase. 


Unrealised profit 


No. of instal ment 
t'oial numoer 


not due 


ot instaimems 


X Profit on bin 


purchase sale 

For example, if a refrigerator, the cost of which is Rs. 4000, is sold fo 
Rs. 6,000, and the price is payable ^ 12 equal quarterly instalmenu of Rs. 5C 
each and, before the close of the first year, only one instalment has fallen doe fo 
payment, the amount of profit, including interest 1 to be kept in provision woult 
be calculated as under; 


ll/l2xRs. 2,000 or 1,833.33 

For aljustingthe amountin the accounts, the following entry shall havi 
to be made: 

Hiie ruicbaae Saks Account Dr. Rs. 1,833.33 

To Unrealised Hire Purchase Profit Account Rs. 1,883,3! 

For the purpose of disclosure in the Balance Sheet, the atqonnt of the pro 
vision would be deducted from the debit balance the Stock out on Hire Putchaa 
Account. 

This method is suitable for a business where cash value of the article sok 
on hiie-ruichate basis is considerable and the number of transactions is not large 
e.g., on deali: g in motor veludes, Ta<Uograms, frigidairei, etc. 

(2) Interest SuspeAst Method: Hthe number of hire sale transactions I 
large, unit price is small, but the number of instalments as also the period ovei 
which they are payable is the tame in each case, it would not be convenient U 



toTupute iotercBt in ibe manner ttated above, Le.. on the unpaid price every tiffld 
in instalment falls due. Such will be the position in the case of a radio dealer 
vho sells his radio, by monthly or quarterly instalments payable over, say 2 
^ars. In that case, interest will be calculated for the whole of the period over 
which instalments are recoverable on the full cash price, but after making an 
illowance for the fact that the principal amount on which interest is payable will 
se reducing. The whole of it will be accounted for at the time the sale is made, 
:hough it will be recoverable by instalments over the period of hire-purchase, 
lie entries that will be made in the books are stated below : 

(i) Debit Hire-Purchaser with the cash price plus interest. 

(ii) Credit Hire-Purchase Sale with the cash price and Interest Suspense 
Account with interest; and 

(iii) Credit Hire-Purchaser with instalments of price when collected and 
debit Cash. 

The amount of interest attributable to instalments collectable in each finan- 
:ial year will be transferred at the end of the year from Interest Suspense Account 
to the Profit & Loss Account. 

The method is known as Interest Suspense Method since, before its distri- 
Hition, among different accounting periods, over which the price would remain 
unpaid, interest is first credited to a suspense account. 

The method is generally employed also where a large number of hire-pur- 
shase transactions are being entered into at different times of the year ; for in that 
»se it would not be practicable to calculate separately the amount of interest attri¬ 
butable to each of the years over which the price will be recoverable. By this 
nethod, however, it will be possible to determine in advance the basis for the distri¬ 
bution of total interest on the unpaid price among different years over which the 
lire-purchase price would be recoverable. 

The two methods outlined above suffer from several defects. These are: 

(i) A sale on hire-purchase cannot be equated with sale on the usual basis, 
cash or credit. Therefore, to give it such a treatment strictly is not 
in aroordance with the legal position ; a hire-purchase customer not 
being under any obligation to pay all the instalment due, to describe 
the amount due as a book debt is wrong. 

(ii) It is not proper to treat the profit on hire-purchase transaction as 
having been earned as soon as the agreement has been entered into 
for the simple reason that there is a distinct pouibility that the goods 
might be received back in an unsaleable condition. 

(iii) Such a treatment may cause some difitenlty in respect of taxes, both 
sales tax and income tax. Taxation aathorides-niay be entitled to 
treat the entire profit as if it bs been earned even thongh a part of it 
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may not eventaaHy be realised if either of the methods has been 
followed. 

If should, however, be noted that it is also not possible to strictly follow 
the legal position For, if every instalments were to be treated as hire in the books, 
the loss in the value of the goods through use would have to be charged against it 
which is usually difficult to estimate. If, on the other hand, the profit were to be 
adjusted after afl the instalments have been recovered, the profit in respect of 
each agreement would get shifted from its commencement to the time it ends. 
This also would be unsatisfactory. 

On these coiuiderations, methods (1) or (2) should be followed, bnt the 
final statements of account should clearly disclose the nature of the debts which 
are outstanding for recovery. 

These methods m particularly useful where assets of considerable value 
are sold on hire purchase basis as, for example, machinery or motor cars. It is 
pouible in such cases to maintain individual accounts of customers. When such 
transactioiu are a normal feature of the trading of the concern, the defects men¬ 
tioned hnder paragraphs (ii) and (iii) aforementioned also would not prove to be 
serious. For iliustrations see text book no. 0i). 

Profit on biro parchaoe trasmaetlonB : The total profit on hire purchase 
transaction is basically made up of two parts ; 

(i) difference between cash sale price and cost; and 

(ii) interest due on the amount outstanding against the customer. 

It is proper to distinguish between these two components of profit, altbongh 
many concerns do not do so and treat the two together. The following are the 
different basis on which the profit in such a case may be distributed: 

(i) Profit can be treated as having been earned uniformly over the period 
during which instalments mature for payment. ‘ 

(ii) It may be adjosted in proportion to the amounts which'have been 
received from year to year. Thus, the highest proportion of the profit 
would be earned in the first period and the lowest in last period. If 
the total amount is receivable in three annual instalments, the total 
profit would be apportioned over the 3 year in the proportion of 3 : 2: 
1. In such a case, any initial down payment would be treated as 
payment of principal not involving any profit (or, strictly speaking, 
interest). In the first year Rs. 6,000 is collected and in the subsequent 
year Rs. 3,000 is collected, the profit shall be apportioned over the 
two periods in the ratio of 6: 3. 

(in) No profit may be considered to have been earned unless the cost of the 
arti^ concerned has been recovered. Thereafter, the instalments 



received and the vaiue placed on the goods repossessed, if any, may be 
regarded as profit. 

Method (ii) is particularly suitable for dealing with interest, also with 
profit and interest, if not separated. A firm which is extremely cautious, may 
adopt method (iii) but ordinarily such a caution is not called for. 

In such a case, for determining the amount of interest creditable to the 
Profit & Loss Account of different years, first the number of instalments falling 
due in each accounting year will be ascertained. Afterwards, the amount of in¬ 
terest included in each instalment will be calculated and. on that basis, the total 
amount of interest, pertaining to each year, as well as the ratio h bears to the 
total interest, will be worked out. Finally, by way of a counter 'check, it will be 
verified that the total amount of interest allocated among different years is equal 
to the amount of total interest charged. 

A little consideration, however, would show that in the foregoing mannyf 
the amount of interest attributable to each year will be determined on the basis 
that all the sales have been made at the beginning of the year, an assumption 
which is not valid aince sales are made continuously throughout the year. In 
consequence, the period over which, in fact, the instalments will be realised will 
be longer than the period assumed for calculating the amount of interest included, 
in each instalment. The position would be clear if a concrete case were to be 
considered. Suppose, the price of a radio set less initial deposit is Rs. 300, 
recoverable in 12 equal quarterly instalments of Rs. 25 and the accounting period 
of the radio business is the calendar year. In this case, though all the 12 instal¬ 
ments should be recovered in three years, in fact they will be recovered in 4 finan¬ 
cial years. It is because sale will be taking place throughout the year and not 
only at the beginning of the year. In consequence, in the first year only 3 instal¬ 
ments will be recovered on sales that took place in the first quarter (January to 
March), two on those made in the second quarter and only, one on those made in 
the third quarter (assuming that the instalment of price regarding a quarter falls 
due for payment on the first day of the next quarter). 

It is thus clear that it is not practicable to make any exact calculation of 
interest attributable to each year, included in the period of hire-purchase sale, 
since the time of year when different units of goods will be sold is an uncertain 
factor. An allowance, therefore, can be made only by making the uMiimption 
that, on an average sale will be made half way through the year. On this basis, 
only one-half of the interest shall accrue in the first year in respect of sales made 
in that year and correspondingly, the amount creditable to the Profit ft Loss 
Account in the second year, shall comprise the balance of interest not 
medit of in the first year plus one half of the interest on sales made in the second 
year. In consequence, one half of the interest accruing in the third or the last 
year, to which the instalments shall extend will be pushed forward and it will be 
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the inoome of the fouitb year. The foregoing method of dietiibotion of interest is 
iUustrated below. 

niutratioa : The hire {mrchase price of a machine is Rs. 16,000 payable 
by an initial d^sit of Rs. 2,0t0 at the time of sale, and thereafter seven qnarteriy 
instalments of Rs. 3,000 each. ' he cash price of the machine is Rs. 14,116 and 
the rate of interest on unpaid balance of cash price is calcolated at 15% per annum. 
Determine the amount of interest pertaining to each accounting year for being 
transferred to the Profit & Lom Account. 


SalnticHi: Computation of the amount of interest according to each year 
on the unpaid balance is shown below : 


Balance 

outstanding 

Interest 

accrued 

Total 

Instal¬ 

ments 

recovered 

Balance 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

14,116.00 

— 

14,116.00 

2,000 

12,116.00 

12.116.00 

454.35 

12,570.35 

2.000 

10,570.35 

10,570.35 

396.38 

10.966.73 

2.000 

8,966.73 

8,966.73 

336.25 

9,302.98 

2,000 

7,302.98 

7,302.98 

Second Year 

273.84 

1,460.82 

7,576.82 

2,000 

5,576.82 

5,576.82 

209.13 

5,785.95 

2.000 

3,78595 

3,785.95 

141.96 

3,927.91 

2,000 

1,927.91 

1,927.91 

72.09* 

2,000.00 

2,000 

Nil 


(+difference adjusted) 


423.18 


Grand Total 1,884.00 


Note I Interest has been calculated on the amount due in the beginning, e.g., 

15x3 

for the first quarter: 12,116x--- 

100x12 

According to the atxnre table, the {Hoportion of the total interest amount* 
Ing to Rs. 1,884 attributable to each of the two years will be as under: 

Rs. 1,460.82 

let Year:-x 100% or 77.5% 

Rs. 1,884.00 

Rs. 423.18 

2adYear:-Xl00%of22.3% 

Rs. 1^84.00 
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Further, heviog regard to the fact that sales of oiacbinet will be taking 
place on different dates each year, and not at the beginning of the year, it is neeea* 
aaty to make an allowance for this factor in the aforementioned percentage of 
interest. For the sake of simplicity, it is assumed that the sales shall be taking 
place regularly throughout the year and the average period over which the. price 
will remain unpaid in the first year will be only six months. Thus two instahaents 
will fan due in the first year, four in the next year and one in the third year. 
Therefore, the proportion of total interest .accruing in each of three years sronld 
be as under: 

1st accounting period 1X77.5% 38.75% 

2nd ., ,. 1x77.5+2/3x22.5% 53.75% 

3rd ,. „ ix22.5% 7.50% 


100 . 00 % 


Studenit may also refer to the Uluttration at page 2010 of Aeeomtahey by 

Ptcklea. 


For purposes of disclosure in the Balance Sheet, the credit balance . of the 
Interest Suspense Account will have to be deducted from the amount outstanding 
agairut hire-purchasers and the net amount will be shown as Stock out on Hire 
Purchase. 


DUIrOmtfon of Interest Suspense by the Frogresston Method (or Sum of Digits 
Method) : The proportion of the total interest included in each instalments of sale 
price in the case of a hire purchase sale can also be calculated approximately by the 
inverse progression method. It is based on the assumption that the amount of 
interest, included in each iiutalment, bears the same ratio to the total interest, as 
the numbers representing the instalments outstanding (at the time the instalments 
fall doe for payment) bears to the total of the numbers of the instalments.' Accord¬ 
ingly. the proportion of interest included in each instalment can be calculated by 
multiplying the total of the interest suspense by the fraction representing such a 
relationship. The method is illustrated below. 

niaatratlasi : The price of a motor vehicle sold for cash is Rs. 20,000 but 
if paid tv instalment it is Rs. 25,000, out of which Rs. 5,000 is payidile at the time 
the contract is entered into; the balance of Rs. 20,000 is payable by 8 quartely 
instalments of Rs. 2,500 each. Calculate the amount of interest to be credited to 
each accounting period. 


Bohition: 


1st year: 


Proportionate account 

. No. of instalments oat- interest included in each 
standing before payment instalment 



u 





Rs. 

1st instahnent 

8 

8/36 x 5,000 

1,111.11 

2nd instalment 

7 

7/36X 5.000 

972.22 

3rd instalment 

6 

6/36x5,000 

833.33 

4th instalment 

5 

5/36x5,000 

694.44 




3.611.10_ 

2nd year: 

Sth instalment 

4 

4/36x5,000 

555.56 

6th instalment 

3 

3/36 x 3.000 

416.67 

7th instalment 

2 

2/36x5.000 

277.78 

Sth instalment 

1 

1/36x5,000 

138.89 


36 


1,388.90 


To make allowance for the fact that lale will be made throughout the year 
and not at the beginning of the year, the amount will have to be spread over 
three years on the principle discussed already. The calculations in this regard are 
shown below : 




Rs. 

% 

1st year 

3611.10 

2 

1,805.55 

36.11 

2nd year 

1388.90 

1805.35+- 

2 

2,500.00 

50.00 


1388.90 

691.45 

13.89 

3rd year 

2 

5,OCO.OO 

• 

lOO.Op 


That method should be followed if information about the rate of interest is 
not avaikUe. (Students may also refer to the illustration at pageSS (Vol. 1) of the 
text book no. (ii). 

Aecaaaahimawt of Casds Prlce^At times, it ouy be necessary to calculate 
the cash price from purchase price when the rate of interest, the amount of each 
instalment and the interval after which each instalment falls due for payment are 
given. This can be done by calculating the amoent of interest included in each of 
iastahnents by constructing a table in the manner Uhutrated bdow. 

A radiogram is sold on January 1, 1976, on a hire purchase basis for 
Ra. 2,230. Tbia amount is recoveraUe in six equal instalments of Rs. 373, the 
first initntnieat bdng payable six months after die signing of the agraement and 
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the lemaiaing five at interval of aix months. Interest is calculated at 10% per 
annum on the cash price for determinig the hire-purchase price. 

For determining the amount of interest creditable to each accounting period, 
first of all the cash price cf the radiogram shall have to be aKertained. 

A little reflection win show the last instalment shaH discharge the balance 
outstanding at the end of the penultimate half year together with interest for the 
half year. If that be so, each half yearly instalment would include interest amo¬ 
unting to 5/lOS or 1/21 or the balance at the end of the earlier half year. On this 
basis, by working backwards, if the balances outstanding at the beginning of difie- 
rent half years computed, one after the others, the balance outstanding, when none 
of the instalments had been paid, in cash price of the radiogram. The table below 
has been constructed on the aforementioned principle. 


Instal¬ 

Closing 

Amount 

Total 

Interest included 

Opening 

ment 

Balance 

Instalment 


in each instalment 

Balance 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

6th 

Nil 

375 

375.00 

17.86 

357.14 

Sth 

357.14 

375 

732.14 

34.86 

697.28 

4th 

697.28 

375 

1,072.28 

51.06 

1,021.22 

3rd 

1,021.22 

375 

1,396.22 

66.48 

1,329.74 

2nd 

1,329,74 

375 

1,704.74 

81.18 

1,623.56 

1st 

1,623.56 

375 

1,998.56 

95.17 

1.903.39 


On the basis of the foregoing figures the amount of the interest pertaining 


to different years and the 

proportion they bear to 

total interest are shown 

below : 






Rs. 


First year 

95.17-1-81.18 

176.35 

or 50.88% 

Second year 

66.48-t-51.06 

117.54 

or 33.91% 

Third year 

34.86-H7.86 

52.72 

or 15.21% 



346.61 

100% 

Students should also 

refer to the illustration 14. 

1 at page 559 (Vol. 2) of 

the text book No. (ii) wherein the cash price has been calculated by the method 


illustrated above. 

(2) Slock Method: Wbat distinguishes this method from those consider¬ 
ed earlier is that under this method, instead of the purchaser being looked upon 
as a debtor, instalments of price outstanding are treated as stock ; also only memo¬ 
randa accounts of hire purchasers gre maintained. 

The method will be suitable, if the number of hire-purchase sales is large 
but the value of each item is relatively small, and the number of instalments in ea ch 
case is not the same. 

For maintaining accounts by the method, the undermentioiwd books are 


kept: 



Date 
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(1) A Hire Purchue Sale Journal with separate colnmna—one for coat and 
another for hire-purchase price (form given on page IS). 

(2) A Hire-Purchase Returns Book to show separately hire-purchase 
price and of the cost of goods return (form given on page 16). 

(3) A Memoranda Hire Purchase Debtors Ledger containing individual 
accounts of hire purchasers if there are several such ledgers, each 
should have a Control Account to make it self-balancing. 

(4) A Cash Book with a special column for Hire Purchase instalments or 
a separate Hire-Purchase Receipts Book. 

Entries in the memorandum accounts of hire-purchasers are made as follows: 

(1) From the Hire Purchase Sates Journal the individual accounts of the 
hirers in the Debtors Ledger are debited with the hire purchase price. 

(2) The amount of initial deposit, as per the Cash Book, is credited to the 
account of the hirer in Debtors* Ledger. 

(3) Each instalment when received also is credited to the hirer’s account 
in the Debtor's Ledger, from the Cash Book. 

(4) Periodically, the amount of instalments due but not received is also 
credited to hirer's account, and Overdue Instalments Accounts is debited 
(This is done through a Journal specially maintained for the purpose). 

(5) The converse effect of entries made in Hirer’s Account in each Deb¬ 
tor’s Ledger (where there are more than one) is entered in the Control 
Account so as to facilitate their agreement. 

(6) At the end of the financial year, the balances in the individual accounts 
of hirers in each of the Debtor’s Ledgers are extracted and agreed with 
the balance in the respective Control Accounts. The total of the hirers’ 
balance outstanding will represent the amount of unaccrued instalments. 
The amount reduced by amount of hire-purchase charges included 
therein would be the value of closing stock which should agree with 
the balance in the Hire-purchase Stock Account (in the fin am -ial books). 

The form of the Hire Purchase Sate Journal, in which all the essential parti¬ 
culars from the hire purchase agreement are recorded in a summarised form is shown 
' below : 

HIRE PURCH4SE SALES JOURNAL 


Date 1 

Name 

of 

Hirer 


Ledger 

Folio 


Hire 

Purchase 

Price 

Amount 

of 

Deposit 





kQ3 

Rs. 

Rs. 









No. of Amount 

Agree¬ 

instal¬ 

of each 

ment 

ments 

instal¬ 

ments 

No. 


Rs. 



i 



Remarks 
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Periodically, tbe total of the coat column is debited (in the finandat 
books) to tbe Hire Purchase Account and credited to purchases account. 

When the hirer’s Account in the Debtor’s Ledgers is debited with hire* 
purchase price, the ledger folio is entered in the appropriate column in the 
Journals. 

Tbe amount of Instalments collected are credited to tbe hirer’s account 
from tbe Cash Book and tbe amount of overdue instalments are adjusted therein 
through a separate Journal kep t for tiw purpose. 

An alternative nuthod can be to have two separate columns in tbe hirer’: 
account, one to show the value of stock (unaccrued instalments) and the other 
hire money that has fallen due, recovered and the balance outstanding. In such 
a case, at the end of every month, through the Hire Money Journal instalments 
that have fallen due for payments from each hirer would be debited to the Hin 
Money Column, and credited to Stock Column : and amount collected will br 
posted in the Hire Money Column. The balance in the Hire Money Column thu. 
will always represent the amount that is overdue for payment and that in the 
Stock Column, the amount of instalments that are not yet due for payment. Each 
Hire Money Debtors' Ledger in such a case, will have two Control Accounts, one 
for the hire money and the second for stock. 

When goods are re-possessed by the hire-vendor on the hire purchaser fail¬ 
ing to pay, an entry is made in the Hire Purchase Returns Book which is kept in thi 
following form: 

HIRE-PURGHASE RETURNS ft REPOSSESSION BOOK 





1 Valuation on 








■I 

' Repossession 







Nome 






I 




of 




Market 

Agree- 

Details 

lustal-1 

Instal- 


Hirer 

mu 

Hire 

Cost 

Price 


of 


ments 




pUIChSK 



No. 

goods 

due but 

pot yet 




Price 





not paid] 

due 



■i 

Rs. 

Rs. 

Rs. 



Rs. 1 

Rs. 

\ 

1 

1 



! 

1 

! 

i 


j 





The hire purchase price (comprising instalmeuts not yet due) of the goods 
returned is posted in each ease to the credit of the accounts of the hirer in DeNors’ 
Ledger and their total is periodfcally poMed to the debit of the Control Account. 
The total of the cost price column is posted to the.debit of Goods repossessed 
Account and instalments due but sot paid to Instalments Account. 
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The diflerence in the cost price of goods repossessed which is the cost value 
of instalments not due and its market price is debited to Lots on Revaluation of 
Goods Account. If however, the value of goods taken over is greater than the 
amount of instalments unpaid, the difference is not immediately adjusted as a 
profit. 

The entries in respect of sales and returns having been made as stated above 
in the memoranda and financial books, the only entries further required to be made 
in the financial books will be the following. 

Hire Porcluwc Trading Accoont 

(1) Credit both the amounts of initial deposits and the hire-purchase 
instalment collected to Hire Purchase Trading Account from the Cash Book. 

(2) Credit instalments that have fallen due in an accounting period but 
not collected to Hire Purchase Trading Account by debit to Overdue Instalments 
Account. 

The aforementioned amount will be already posted in the account of indi¬ 
vidual hirers as stated above. 

(3) Debit Hire Purchase Trading Account with the balance of stock 
brought forward from the previous year and also the hire purchase sales during 
the year ; adjust therein the value of closing stock by debiting the Hire-purchase 
Stock Account. 

(4) The value of stock out on hire-purchase at the close of the year is 
ascertained by the following formula which is based on the assumption that the' 
value of closing stock bears ihe same proportion to the total cost of articles hired 
out as the number of instalments which have not fallen due bear to the total num¬ 
ber of instalments. 

The formula for determining the value of the closing stock is : 

Total number of instalments which have not fallen due Cost of the article 

-- hired out 

The total number of instalments payable 

Total balance of the Hire-purchase Trading Account will then show the 
profit or loss which will be transferred to the profit and loss Account. 

The following important points must be noted : 

(1) Each instalment if composed of two elements : (a) cost and (b' profit 
and interest. Thns the balance , of the Hire Purchase Trading Account (if in 
credit) would represent (1) grots profit in sale; (ii) interest on instalment accrued. 

(2) By this method, not only the intmst bnt also the profit on sale is spread 
over the i^alxnente. 

(3) Hie aforementioned entries are thoee whidi will be m ade In the finan- 
dal books on the basis'of coat. If, however, it is Intended that entries should be 
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f, 

made on the basis of sales, price, another account, styled stoca ^j^eaae Account, 
will have to be set up, to which the difference in the cost and sale price shall be 
credited. At the end of each year, from this account an amount proportionate to 
the number of instalments realised sba’.l be transferred to the Profit and Loss 
Account leaving a balance therein equal to the profit included in the amount of 
instalments outstanding for payment. 

Note : Apart from acquiring a knowledge of the basic principles involved 
in maintain'ng accounts, briefly described above, students may 
also, by way of practice, work through illustrations at pages 
571-76 (\’ol. 1) of the next book No. (ii). 

niastratioa .* A T.-m started hus’ii'.-ss on Jst April. 1981 : During the 
year ending 3fst March, its total purchase arr'ountcd to Rs. 52,540 and 

sales excluding hire-purchase t! ansaciions amounted to Rs. 63,900. The following 
are the details of H P, transactions ; 





Monthly 

No. of instalments 

Articles Orst 

Sale price 

Deposit 

mslalmcnt 

paid in 1971-72 

Rs. 

Rs. 

Rs. 



Radio 400 

60't 

100 

?.nofRs. -25 

8 

Mot'. r Cycle 5,500 

7.40n 

400 

10 of Rs. 200 

4 

Refrigerator 2,000 

2,800 

400 

12 of Rs. 200 

2 


The instalments on the refrigerator could not be kept up and it was returned 
iin 26th March 1982. 


Slock in hand on 3)st March, 1982, excJud'ng the returned refrigerator was 
valued at Rs. 7,2 tO. 

Prepare the Hire-purchase Trading Account and the General Trading 
Account. 

Solution 


General Trading Account for the year ending Slat March, 1982 



Rs. 

Rs. 

To purchases Rs. 52,540 

By Sales 

63,900 

Less: Sold on H.P. 3,900 

48,640 .. Closing stock 

7,210 

„ Gross Profit - 

22.470 



71,110 


71,110 
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Hire-purchase Trading Accost for the year ending 31et 19S2 



Rs. 


Rs. 

To Goods Sold on 


By Cash: 

Rs. 

Hire-purchase (cost) 

3.900 

Down payment 

900 

„ Stock Reserve 

550 

Instalments 

1.400 2,300 

„ Gross Profit 

778 





„ Stock out 




on Hire-purchase 

1,500 



Repossessed goods 

1,428 



(Cost equivalent) 



5,228 


5,228 

Working Notes ■. 





Total 

Instalments 

Instalments not 


Instalments Collected 

due or unpaid 


Rs. 

Rs. 

Rs. 

Ratio 

500 

200 

300 

Motor Cycle 

2,000 

800 

1,200 

Refrigerator 

2,400 

400 

2,000 


Ifareaiited profit ic instalments not due : 


Profit on hire-sale 

Instalments not dueX- 

Hire-sale price 


Ratio 

200 

3C0X-- 100 

600 

Motor Cycle 

900 

1,200 X-= 450 

2,400 

\ 

Cost Equivalent of Refrigerator 

2,000 

2,000X-- 1.428 

2,800 


ninstratioD : M/s. Wye & Co. seU goods on hire purchase, adding S0% to 
cost. From the following figures prepare the Hire-purchase Trading Account: 

Ks. 

Goods with customers in Jan. 1974, Instalments not yet due 5,400 
Goods sold on hire purchase during 1974 25,500 

Cash receired from customers during 1974 20,100 

Instalments due bnt not yet recrived at the end of the 
year, costomen paybg 

AO figures are on the basis of hire purchase price. 


1,800 
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olntlon i 

Hirc-parch««e Trading Account for tlie year coding 31 at Dec. 1974 





Cr. 


Rs. 


Rs. 

'o Instalment not due on 


By Cash 

20,100 

1-1-1974 

5,400 

„ Instalments due 

1.800 

Goods sold on Hire-purchase 

„ Goods sold on Hire- 


A/c 

25.5CO 

Purchase A/c- loading 

8,500 


„ Stock Reserve (opening) 

1,800 

, Stock Reserve required 

9.000 X 

50 

-3,000 

150 

„ Balance c/d* 

9,000 

^ Profit & Loss A/c 

7,3t.O 



Profit 

41,2(0 


41.200 

♦Balancing figure - Instalment net due on 

1.1-1974 

5,400 

Goods Sold on Il.P. 



25,500 




30.900 



Rs. 


-css ; Cash received 


20,100 


Instalments due 


1,800 

21,900 




9,000 


llluatration : 

The Fairdeal Appliance Company sells all merchandise by instalment con¬ 
tracts. Legal title to an appliance is not relinquished until the customer completes 
his instalment payments. A summary of selling activity for the last four yeai 
Is: 



Rs. 

Rs. 

Rs. 

Rs. 


1971 

1972 

1973 

1974 

Sales (instalments) 

8,75,000 

9,34,000 

9,18,000 

9.63.000 

Beginning stock 

26,000 

28,500 

27,000 

29,000 

Ending stock 

28,500 

27,000 

29,000 

26.400 

Purchases 

Amount lUallted 1 

6,76,250 

6,99,000 

7,27,220 

7,87,060 

1971 sales 

3.22,900 

2,94,000 

2,22.500 

32,000 

1972 sales 

1973 sales 

1974 sales 


3.33.800 

2,80,800 

3.84.300 

2,68.700 

3,21,000 

3,94,600 
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Required: 

(1) compute the gross profit percentage for each year ; and 

(2) compute the amount of gross profit realised for each year. 
Solution : 

(I) Groaa Profit Earned : 


Cost oj sale 

1971 

1972 

1973 

1974 


Rs. 

Rs. 

Rs. 

Rs. 

Opening Stock 

26,000 

28,500 

27,000 

29,000 

Purchases 

6,76,250 

6,99,000 

7,27,220 

7,87,060 


7,02,250 

7,27,500 

" 7 , 54,220 

8,16,060 

Less Closing Stock 

28,500 

27,000 

29,000 

26,400 


6.73.750 

7,00,500 

7,25,220 

7,89,660 

Sales 

8,75,000 

9,34,000 

9,18,000 

9,63,000 

Gross Profit 

2,01,250 

2,33,5U0 

1,92,780 

1,73,340 

% on Profit on Sa'es 

23% 

25% 

21% 

18% 

Gross profit realised : 

1971 

1972 

1973 

1974 


Rs. 

R Se 

Rs. 

Rs. 

1971 Sales 

74,175 

67,620 

51,175 

7,360 

1972 ,. 

— 

83,450 

70,000 

67.175 

1974 

— 

— 

10,703 

67,410 

1975 .. 

— 

— 

— 

71,028 


Apply the G.P. rate to the amount realised, e.g. in 1971 the Gross Profit 
realised is 23% of Rs. 3,22,500. 

Accounts of Hire Purchase Finance Companies 

The principal activities of the hire purchase finance companies are : 

(i) to finance sales of a variety of goods on hire purchase terms. This 
normally involves purchasing goods from dealers (who are paid their 

' price in cash) and afterwards selling them to the ultimate customer 

on hire purchase terms. Even after sale the goods in question legally 
remain the property of the H.P. finance company until the customer 
has fulfilled the agreement. If the dealer introduces the customer, 
he usually also guarantees the performance of the agreement by the 
customer to the H.P. finance company ; and 

(ii) to purchase from dealers or from other finance companies contractual 
right with third parties under instalments or credit agreement. This 
is known as discounting (or block discounting of batches) of agree¬ 
ments. The tellers are immediately paid the amount recoverable 
under the agreements but they usually undertake to act as agents for 
the H.P. finance company in the matter of collection of 
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(The customers, however, are not informed that there has been a dis* 
counting of the contractual rights). The sellers guarantee the fulfilment 
of the agreement by the customers 

In India, the first form of activity is generally carried out by H.P, finance 
companies and the second by the commercial banks The banks, however, do not 
discount the hire purchase agreements . they only advance loans against them. 

Thus, the income of a H P. finance company consists of the difference 
between the amount collected from the ultimate customer and that paid to the 
dealer Since the income arises over (he period of the hire purchase agreement, it 
is improper to treat it as having arisen as soon as the agreement is entered into or 
to defer it, until the last instalment has been collected. The income properly must 
be matched with expenses which have to be incurred for earning it. The following 
are the broad categories of such eapcnscs . 

(a) Initial expenses such as those incurred for investigating mto the credit- 
worthiness. commission paid for introduction of customers and cost of 
preparing and handling the necessary documents , 

(b) Cost of admimstration and collection ; 

(e) Cost of providing finance -interest charges on the average amount that 
would be outstanding ovet the agreement , ind 

(d) Bad debts. 

Therefore, for reasons aforementioned, the gios.v ncome propeny should be 
adjusted as follows . 

(a) An amount should be appropriated for mieling the esti.iiated initial 
expenses, in ihc period of acc'-.u/it during -voicu these arc locurred , 

(bj An approoration .houiu be made tor T.eetiug adm;e,strative and 
collco'oii ' C-slv iT.d jl sfauu*'l be vpread equa;.y .jver (iie !;‘e ol the 
contraci ; 

iv.i An app/opriation shouid be nruuie to covo. (be cost o! providing finance 
over the iRrcemcni taking ntu accouni hc/i.ii that the oaiance out¬ 
standing s".!;! be g.'aduaiiy •limiT.-ishing ; •'•.■•■•j 

pi, A provision stiouid be made h-.r bad debts, in proportion to t.be amount 
advanced having regard lo the experience of the company m this 
regard. 

Only the balance ieu after mectiUB ihc charges aforementioned would repre¬ 
sent the gloss income which should be spread ovet the life of the igreemcm m pro- 
portiou to ;be reducing balance .‘bat v/ouid be outstanding from year to 'ycai. 

Tiia foregoing mnthoo of adjustment of income, though suitable "or com¬ 
panies of small size, in practice is found incoaveuient by companies handling a 
large number of hire purchase agreements. They usually follow one of the 
uadermentioned methods which, though less scientific, arc mote convenient. 



(a) Actuarial metW: It is based on the assumption that a large part 
of the exposes of the hire-purchase business is incurred on providing P' 

Ori this consideration, the finance charges are allocated over the period of the 
contract in proportion to the reducing balance that will be outstanding from time to 
time. The allocation of income in this manner is made with the help of specially 
prepared interest tables. 

(h) Sum of digits methods : It is another method of distributing finance 
charged over the life of the H.P. agreemenU in proportion to the reducing balance 
that will be outstanding. The distribution in this case is made according to the 
undermentioned formula i 

Number of instalments still outstanding (including the one being paid) 

The total of all numbers of instalments e.g. (12 f-ll i) 

The formula can bo applied if instalments are of a uniform amount. For 
instance, where the H P. price is payable in 12 equal instalments the amount of 

finance, charges included in the first instalment, will bo 12/78 of the total finance 

charges and that m the second instalment wiil be 11/78 of the total finance charges 
and so on. 

Students might note that though methods (a) and (b) take into account 
the cost of financing H.P, contracts, they do not make any allowance for the 

variations in cost of servicing these contracts on account of the difference In initial 

expenses, collection charge, bad debts as well as those on account of changes 
in the cost of money which may take place from one period to another. 

(c) Equal iaatalment or straight line method : Under this method in¬ 
come from finance charges is treated as accruing uniformly over the life of each 
agreement. 

This method, by shifting to later periods, a large proportion of income 
than that warranted by the amount outstanding, automatically creates a provi¬ 
sion against unforeseen factors, e g., bad debts, increase in the cost of providing 
finance. This method nonetheless suffers from the defect that it fails to correlate 
expenses to income. However, if the volume of business in different periods is 
uniform the method would give results similar to those obtained by methods (s) and 
(b) 

A modification in the method, is possibic, if an allocation oui of total in 
come is first made for meeting initial expenses in the year they are incurred and 
the balance only is distributed over the period of the contract- 

(d) Direct or arbitrary percentage method : Under this method, a 
percentage of the outstanding balance is annually carried forward as deferred 
income : sometimes the same percentage is used from year to year, but this is not 
a satisfactory method. The best results can be achieved only if the percentage is 
determined on taking into account a representative current sample of agreements 
concerned. In that case, the result obtained would approximate to that obtained 
under one or other methods described above. 




u 


lllMtnition : A piaoo costing Rs. 3,CC0 is sold for Rs. 3,600 cash but if 
sold on hire-purchase, the customer has to pay Rs. 800 down and Rs ICO p.m. 
for 20 months. Calculate the profit that the dealer can legitimately consider as 
earned when 10 instalments have been received. 


Sulatlon : 

Total hire-purchase price ] Ks. 

Down payment 800 

20 instalments of Rs. 200 each 4.r00 

Total - 

Cash Price 4,800 

3.6CO 

Interest spread over 20 months 1,200 


Interest for each month will be in the ratio of amount outstanding at the 
:nd of each month—Rs. 4 000 in the first month, Rs. 3,SCO, in the second month 
ind so on. The ratio for each month is 20, 19,18,17,16, 15, 14, 13, 12, 11, 10, 
J, 8, 7, 6, 5, 4, 3, 2, and 1 ; the total is 210. The total of the first 10 months is 1'5. 

155 

-lence interest for the first 10 months- x 1,200 or Rs. 886. 

210 

The profit on cash sale is Rs. COO. On 10 instalments being received, the 
irofit realised will be the proportion of amount received towards cash price. 


Total interest is calculated below t Rs. 

Total amount received in 10 months 2,000 

Lets : Interest (see calculation above) 886 

Amount received towards cash price 1,114 

Total including deposit 1,914 

600 - 

V Profit earned when Rs. 1,914 is received ;-X 1,914 or Rs. 319 

3,600 

Rs. 

Amount still to be received 2,000 

Lets : Interest included therein (Rs. 1,200 less Rs. 886) 314 

1,686 

Total profit on receipts of 10 instalments : 

interest included in 10 instalments ; 886 

Profit included in deposit and 10 instalments 319 

Toul 1,205 



AUvmatv^ 

(a) Interest included in 10 instalments S86 

Half the profit (on receipt of half the instalments) 300 

1.186 

(b) Total profit including interest 1.800 

Amount received when 10 instalments are received 2.800 

Total amount due 4,800 

2.800 

Profit earned when 10 instalments are received l,800x-or 1,0^0 

4,800 


It is considered that the figure of Rs> 1,205 in more logical. Alternative 
(fi) which shows Rs. 1,050 as profit earned is also acceptable as a practical 
solution. 

Provialoa for bad debts : Occasionally, a part of the amount due under 
hire purchase agreement may prove to be irrecoverable due to a variety of factors, 
e.g., change in the financial position of the hirer, loss or damage to the goods 
hired out, depreciation in their value, etc. Whenever conditions arise which show 
that a hirer may find it difficult to malce regular payments, due consideration 
should be given to the likely eflfect on the outstanding debts, before waiting for 
kirears of instalment to actually arise. All overdue and suspense accounts 
should be fully examined and provision should be made for the loss that the busi¬ 
ness may have to suffer on that account. The amount of provision in each case 
would depend upon the following factors ; 

(i) the likely amount recoverable from the customer ; 

(ii) the possibility or recourse to the guarantor ( 

(iii) the estimated disposable value of the goods, after repossession and 

(iv) the expenses, specially legal expenses, that would have to be incurred 

\ for recovering the amount or repossessing the goods. 

When an individual assessment is not possible, the percentage method 
should be adopted. The percentage should be based on ; 

(i) recent experience and current information ; and 

(ii) difierent factors and conditions applied to different categories of out¬ 
standings. 

Traatsneat and description In Final Accounts. Since the intention of the 
customer is to purchase goods hired out to him, tfie amount outstanding against 
hire purchase agreements should be shown in the balance sheet as Hire Purchase 
Book Debts. The amount carried forward as deferred income may be shown as 
liability, but should preferably be deducted from the amount shown as book debt. 



Provision mgsinst frso ninintennnee : If goods are sold with guarantee 
'or free roaintenance or service for a stipulated period, a provision should be 
created to deal with the maintenance and servicing cost by debiting Sales Account 
since the selling price includes really a charge for free maintenance. The account 
may be called Maintenance Suspense Account. Actual costs should be debited to 
this account and the difference between the amount provided for and actual cost 
would be profit or loss. 

One must note, however, that with one year’s guarantee, two financial 
years, will be involved since the guarantee period is likely to expire next year. A 
'.wo years’ guarantee will involve three financial years ; in absence of information 
t should be assumed that sales have been made in the middle of the year. Two 
years will mean free maintenance during the ' 

(1) second half of the current year ; 

(2) the whole of the next year ; and 

(3) the first half of the year after that. 

Actual maintenance costs during the initial period will be lighter than 
during later periods. An estimate of each year's cost should be made and, if actual 
costs exceed the estimated cost of any period, the excess should be written off during 
that pciiod. in the reverse case, the difference should be earned forward ; profit 
will arise only when the whole period is over, it should also be noted that this 
questioQ of free maintenance will be common to cash and hire purchase sales. 
Id the case of hire purchase sales, interest should be calculated on the pi ice in* 
elusive of the provision for maintenance. 

lUuatration Fine Radios Ltd. sell radio sets for cash as well as on hire 
purchase basis. Cash price is Rs. 400 and hire purchase price Rs. 500, payable 
in 20 instalments of Rs, 25 each. The price iachidc'. free maintenance for 2 
years: experience indicates that Rs. 20 is the cost of maintenance in the first 
year and Rs. 40 in the second year. During 1078, 200 sets were sold for cash 
and 300 on hire purchase basis. Actual maintenance cost were : Rs. 3,500 in 
1078 and Rs. 16,800 in 1979. Show Maintenance Sapense Account for 19?;i 
anu 1979. 


Solution ; 


Total provision for maintenance required 
, 1-7S to 3M2-78 
M.79 to 30-6-79 
1-7-79 to 31-12-79 

1-1 >80 to 30-6*80 



Rs. 

(i$ Rk. 10 per set 

5,000 

Rs. 10 „ Rs. 5.000 


(S Rs. 20 „ 10,000 

15.000 

@ Rs. 20 „ ' 

10,000 

Total 

30,000 
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Maiateoance SuapeBse Acconat 


Dr. 




Cr. 

1978 


Rs. 

1978 

Rs. 

Dec. 31 

To Cash 

To Balance cyd 

3,500 

26.5C0 

July 1 By Sales Account 

30,000 

1979 

Dec. 31 

To Ca.sh 

To Balance c/d 

30.000 

16,800 

lO.OCO 

1979 

Jan. 1 By Balance b/d 

Dec. 31 By Profit & Loss A/c 

30,000 

26,500 

300 



26,8.0 


26,800 

Note (1) 

Against provision 

of Rs. 5,000 for the first half year, only Rs. 3,500 


is spent Nothing, however.»transferred to the Profit & Lou A/c 
as the guarantee period is not yet over. 


(2) Including Rs. 1,500 surplus as per note (1), the provision for the second 
year is Rs. 16.300 against which Rs. 16.800 has been spent; Rs. 300 
roust be debited to the Profit & Loss Account. 

niastrat^oa New Appliances Ltd. commence business on January 1, 
1978 selling goods for cash and on instalment basis. On instalment sale the 
price was 106% of the cash sate price ; a down payment of one fourth of the ins¬ 
talment price was required*, the balance being payable in IS equal monthly instal¬ 
ments (payable on >he first day of each month). The interest charge per month is 
1% of the unpaid cash price equivalent of cash sale instalment. 

Instalmeat receivable and instalment sales were recorded at the contract 
(H.P > price. On a customer failing to pay the instalment, the unpaid balances 
were charged to Bad Oebts Account. Sales of repouessed merchandise were credited 
to this accouni. 1 he. toilowing information is supplied for 1978. 


Rs. 

Sales ‘ Cash 12,60.000 

Instalmeiit 26,50,0000 

Sales of repossessed articles 2,300 

Purchases 26,73.600 

Inventory, physical. .3) it Dec. 1978 

New merchandise 3,33,000 

Repossessed goods 1,800 

Cash collections on Instalment Contracts : 

Down payment 6.62,SC0 

Subsequent Instalmenta 7,93,410 


(average 6 monthly) instalments on all contracts except on contracts ! end¬ 
ing to repossessions). 
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Five cuttomers. instalment sates to them totalling Rs. 10,600, defaulted 
in each case after three monthly instalments \frcre paid. Interest should be con¬ 
sidered and received month by month. 

(a) Prepare a schedule showing, by payments for the first seven months, 
the cash sale price equivalent, the contract balance, the amount of 
interest earned, and the cash collected on a contract involving total 
payment of Rt. 10,600. 

(b) Comput : (i) the gross profit percentage for 1978 ; 

(ii) the net gain or loss on defaulted contracts during the 
year;and 

(iii) the realised gross profit for the year. 

Solution: 

Rs. 

(a) Contract Price 10,600 

Less : Down Payment. 2,650 

Balance to be collected in 15 monthly instalments Balance, 7,950 


Fach in.stalracnt 7,950-:-15 

100 

Cash Sales price 10,600X- 

106 

Collection of instalments: 


530 

10,000 


Month Balance at beginning of month 

Finance 





Cash 

charges, 1% 

Principal 


Principal 

Contract 

Collection 

of principal 

Collected 


(cash sale 

Balance 


at beginning 



equivalent) 



of month 



Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1. 

•. • 


2,650.00 


2,650.00 

2. 

7,3.50.50 

7,950.00 

5.30.00 

73.50 

456.50 

3. 

6.893.50 

7,420.00 

530.00 

68.94 

461 06 

4. 

6,432.44 

6,890.00 

530.00 

64.32 

465.68 

5. 

5,966.76 

6,360.00 

530.00 

59. n7 

470.33 

6. 

5,496.43 

5,830.00 

530.00 

54.96 

475.04 

7. 

5,021.39 

5,300.00 

530.00 

50.21 

479,79 




5,830.00 

371.60 



(b) (i) Gross Profit Percentage i 


Sale: Cash Sale 


100 

Cash equivalent of instalment sales ; 26,50,G00x- 

106 


Rs. 

12,60,000 

25,00,000 
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Less: Cost of goods sold : Rs. 

Purchase 26,73,600 

Less Stock on 31/12/78 3,33,000 


Gross profit 

14,19,400 

Peroeotage; ————X 100 •= 37.75% 
37,60,000 

(li) Net gala or loss on defaulted contracts ; 
Principle sum at the beginning of the Sth month 
[see (a) above] 

Less: Unrealised gross profit @ 37.75% 


Recovery from repossessed (sales plus inventory) 
Gain 

(iii) Realised Gross Profit; 

Cash Sales 37.75% of Rs. I2,60,COO 

Down Payment: 37.75% of Rs. 6,62,500 

Subsequent Instalments: 

Cash collected 7,93,410.00 

Less : Cash Collected on 

defaulted contracts 1,590.00 

7,91,820.00 

Less realised finance charges— 

3.716% of total cash equiva> 

lent of instalment contract 

price Rs. 24,00,000 [Rate 

Rs. 371.60 on Rs. 10,000 

[see (a) above] or 3.716% 92,528.40 

6,99,291.60 


Gross Profit @ 37.75% of 6,99.291.60 
Gross Profit on cash collected on faulted contracts 
@ 37.75% of Rs. 1,383.24—collection of principal, 
see last column of (a), above. 

Total realised gross profit 

Cash equivalent of instalment sales 
Lest ca^ equivalent of defaulted eontracts 


37,60.000 

23.40.600 


14,19,400 


Rs. 

5,966.76 

2,252.42 

3,714.34 

4,100.00 

385.66 

Rs. 

4,75,65u.OO 

2,50,093.75 


2,63,982.57 


522.17 


9,90,248.49 


25,00,000 

10,000 


24»90,000 
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Illintration ^ ^ furniture store decided to introduce hire purchase sales i'to hi 

stores as from 1st October, 197o. The terms of the agreements state . 

(1) An initial deposit of 15% of the sales price to be paid at the time of the sale. 

(2) The balance to be paid by five equal quarterly payments, the first being due on 
the next quarter date following the sale (Quarter days) on which payn cots are 
due ; (2Sth March, 24th June. 29th September and 25th Der;ember.) 

(3) A reduction ot 5% on the initial sale price to be given to any customer complet¬ 
ing the purchase by payment in full on or before the third instalments is due' 

His books as at 30th September, 1977, revealed ; 

Rs. 

Hire purchase memorandum debtors account 850 

Stock on hire purchase in customers’ hands at cost value 640 

Durina the next year the following sales were made under hirt purchase agreements 



Cost 

hP Sales Price 


Rs. 

Rs. 


200 

300 


300 

40U 

... 

300 

40(! 

... 

25C 

300 

.. 

400 

SOO 


500 

700 


150 

500 

Rs. 200 (cast Rs. 

150) were rcturueJ after 

one instalment 


1977 October 

November 

1978 January 

February 

April 

May 

July 


had been paid, and valued for stock at Rs. 90. During June a customer took advantage of 
the S% price reduction by copieting payment in full in respect of an itens originally sold 
in November for Rs. 100 (cost Rs. 80). 


All other instalcneats were paid .'on the due dates. 

Gross profit and interest was taken credit for, in the proportion to which instalments 
and deposits received bear to total sales price. 


You are required to prepare : 

U) hire purchase trading account for the year i 

(ii) statement of closing stock valuation ; 

(iii) summarised hire purchase memorandum debtors aonount. 

Soldiioa : 

K‘s Book* 

Hire Purchase Trading Accoasit for the year ended 
30 th Sept. 1978 


» Opening Stock 
Cost of Goods Sold 
Grots Profit 


Rs. 


Rs. 

640 

By Bank 

2,585 

2,300 

(H.P. Depoiii 


639 

and instalments) 



„ Goods Returned 

90 


„ Stock out on H.P. 

904 
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(b) SUtaaent of Ckxuig Stock Vklutiofi ot 30(h Sept., I97S. 


Date 

B.P. Price 

Cost 

iBStaimenta 
n(M yet due 


Stock Value 

1977 

October/ 

Rs. 

Rs. 

Rs. 

420 

Rs. 

November 

600 

420 

102 

102x- 

71 

, 




600 

'1978 




400 


Jan /Feb. 

.',00 

400 

170 

170 X- 

136 

(lets retuns) 




500 





900 


April/May 

1,200 

voo 

612 

612x- 

459 





1200 





350 


July 

500 

350 

340 

340X- 

500 

Total 

238 





904 


Stuxmukrlacd Hire Porchate Memorandgia 
Debtors Acconnt—year eadiag 30th September, 1978 
Rf. 


To Balance b/d 
„ Goods gold 1967/78 


850 By iDsialmenta re 1976/77 
3,100 Depotits 1977/78 

» Instalments re 1977/78 
„ Goods returned 
„ Discounts Allowed 
Balance c/d 


Rs. 

850 

465 

1,270 

136 

5 

1,224 


Working : 
Sales: 

Pate 

1977 

H.P. Price 
Rs. 

Oojt 

Ks. 

3,950 

Deposits 

Ri. 

Rs. 

lostalments 

Ri. Rt. 

Rs. 

3,950 ''' 

Not yet 
due 

Rs 

Oct/Nov. 

600 

420 

90 

102 

102 

102 

112 

102 


iOO 

80 

15 

17 

17 

46 



1978 

500 

400 

75 

_ 

85 

85 

85 

170 

Jan /Feb. 

200 

150 

30 
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Apiil/May. 

!.200 

900 

180 

— 

— 

204 

204 

612 j 

July 

500 

350 

75 

— 

— 

— 

85 

340 .i 


3,100 

2,300 

465 

119 

238 

437 

476 

1,224 





1,270 



1,270 






J 

Dlnatnitioii: White Co. Ltd. paid Ri. 10,00,COO for a bunneu pro¬ 
perty on 30th June 1970 ; land was valued at Ri. 1,00,000 ; the life of the build¬ 
ing was estimated at SO years. Depreciation has been written off by use of the 
str jight line method. On 30th June, 1974 the property was sold for Rs. 15,00,000 
for which payment was received as follows : 

1. Rs. 2,S0,000 on the date of sale. 

2. Four non-interest bearing promissory notes due as follows : 

Rs. 3,00,000 due on the 30-6-75 

Rs. 3,00.000 ., ., 30-6-76 

Rs. 5.00,000 ,. 30-6-77 

Rs. 1,50,000 30-6-78 

The collection of the receivables is not easily assured and, therefore, the 
company chose to record the gain on the sale of the property on the instalnwnt 
method. The rate of interest is 10/^ p.a.. 

You are required to— 

(a) Prepare the necessary journal entries and computations to record 
the sale on 30-6-74 ; and 

(b) Furnish the necessary journal entries and computation* to record the 
collection of the notes on 30-6-75 and 


(c) State how the times would be shown in the Balance Sheet as at 30th 
June, 1976. 

SoladoB: 


Book value of the property on 30-6-74: 

Ri. 

Cost (total) 

Less cost of Land 

10,00,000 

1,00,000 

Cost of building 

Depreciation from 30-6-70 to 30-6-74 @ 2% p.a. 

9,00.000 

72.000 

Land 

8.28.000 

1,00,000 

Book value of property 

9.28.000 

Cash price (see below) 

Total Profit 

Revenue Profit (equal to depreciation written off) 

Capital Profit (bahmce) 

12.48.771 

33.771 
72.000 

2.48.771 

Guh Prlcai 


Afflonnt due on 30.9,78 

Intercat @ 10/110 

13.000 

13,636 
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Amount due on l>7-77 or 30-6-77 1,36^64 

Amount paynbk on 30-6-77 3,00,000 

Total due 1,3^ 

Interest @ 10/110 37,851 

Amount due on 1-7-76 or 30-6-76 5,78,513 

Amount peyebk on 30-6-75 3,00,000 

Total due „ „ 8,78,513 

Interest @ 10/110 79,865 

Amount due on 30-6-65 7,98,648 

Amount payabk on „ 3,00,000 

Total doe on „ 10,98,648 

Interest @ 10/110 99,877 

Total due on 30-6-74 9,98,771 

Down Payment 2,50,000 

Cash Price 12,48,771 

Profits collected with each instalment 


Profits collected with each instalment 


Dal* 

Prtndpal 

Peremtage 

Capital 

Pevemu 


Amount 

to Total 

P^t 

Profit 


Rs. 

Rs. 

Rs. 

Rs. 

30-6-74 

2,30,000 

20.02 

49,829 

14,422 

30-6-75 

2.00.123 

16.03 

39,878 

11,542 

30-6-76 

2,20,135 

17.63 

43,858 

12,693 

30-6-77 

4,42,149 

35.41 

88,090 

25,495 

30-6-71 

1,36,364 

10.91 

27,116 

7.848 


12,48.771 100.00 2,48,771 72,000 


Jeunml Eutrien 


1974 

Dr. 

Cr. 

June 30 Sundries Dr. 

To Sundries 

Rs. 

Rs. 

Cash Account 

2,50,000 


Bills Receivable Aceeunt 

12,50,000 


Land A Buildini Aeoonat 


9,28,000 

Interest Sispeuee A/e 


2.51,229 

Capital Reserve fluapiaas A/a 


2,48,771 

Profit ft Leas fiuspMse A/o 


72,000 



3 ^ 

(Entry to record sale of Land & Buildings 
for Rs. 15,00,000 payment to be reeved 
in instalments, interest being reckoned @ 

10% p.a.) 

Capital Reserve Suspense A/c Dr. 49.829 

To Capital Reserve A/c 
(Proportion of Capital Profit included 
in cash down payment transferred to 
Capital Reserve) 

June 30 Profit &. Loss Suspense A/c Dr. 14,422 

To Profit & Loss Account 
(Proportion of revenue profit included 
in cash down payment transferred 
Profit & Loss A/c) 

(b) 

1975 

June 30 Cash Account Or. 

To Bills Receivable Account 
(Promissory note due on 30-6-75 
collected) 

June 30 Sundries Dr. 

To Sundries 

Interest Suspense Account 
Capital Reserve Suspense Account 
Profit & Loss Account 

Interest Account 
Capital Reserve Account 
Profit & Loss Account 
(Amounts pertaining to cash collected 
on 30-6-75 in respect of interest, 
capital profit and revenue profit 
transferred to proper account from 
the respective suspense account) 


3,00,000 


99.877 

39.878 
11,542 


49 8?9 


14.422 


3,00,000 


99,87/ 

39,878 

11,542 


(c) Extract from Balance Sheet of the White Co. Ltd. as at 30th June 1975 


Rs. 


Ri. 

Reserves A Surplus : 


Current Assets d Loans A 


Capital Reserve 

S9.7(yj 

Adfonce : 


Profit St ton A/c 

1,25,841 

A. Current Asaets 


Chrrear IJabUMes 


B. Loans St Advancas 


Pnnltlaiut 




(A) Cornmt UabilitlM 


Bllla RaoeHrabla 




(B) Proviiloiu** (•ccount receivable over 

Capital Reserve the next three years} 

Suspense A/c 1,59,064 

Profit & Loss A/c 

Suspense 46,036 

A/c 1,51,352 

, * Includes revenue profit for 73-74 and 74-73 and also interest for the latter year. 

> **Provisions could also be deducted from Bills Receivable, 
niustratlon : 

F & K commenced trading in partnership on 1st July, retailing frozen foods 
and deep freeze cabinets. F agreed to manage the department selling the freezers 
and K the department selling forzen foods. Each partner is to receive 1U% the net 
profit of his department, after charging such commission, and the balance of the 
profit is shared equally. 

The partners acquired the premises at a rent of Rs. 21,00J per annum. It is 
agreed that 2/3 of the premises will be occupied in the frozen food department and 
expenses are allocated accordingly. 

The freezers are of a standard type which costs Rs. 840 and retails at Rs. 
1,260. Sales of freezers on credit terms and on hire purchase terms are made with 
a deposit of Rs, 300 followed by 12 and 24 equal monthly payments respectively. 
Finance charges are calculated on the balance of the cash price at 12.3% for credit 
sales and 25% on Hire Purchase Sales. Some freezers are also leased to customers 
at Rs. 30 per month for five years. 

Freezers have estimated life of five years after which they have no scrap 

value. 

Of initial purchases, it was agreed that 20 should be transfeired to Equip¬ 
ment and used in the frozen food department for storage purposes. 

You obtain the following information for tbe year ended: 

(1) No. of freezers sent out to customers during tbe year fell into the 


following categories. 


Cash Sales 

96 

Credit Sales 

62 

Hire Purchase Sales 

80 

On lease 

32 


(2) Full gross profit is to be taken on cash and credit sales. 

(3) At the year end amounts outstanding to snppliers fer freezers totalled 
Rs. 29,400 and for frozen food Rt. 40,160. Espenset accrued were 
Rates Rs. 2,450 and electricity Rs. 510. 

(4) The stock of frozen food at cost on 30th June 1976, amounted to 
Rs. 41,710. 
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(5) AraminaryoftliebaiktriBiMtknifortlieyeariboiredtbefolloiHagS 



Ra. 


Rs. 

Capital hitfodnoed 


Purchases 


by F ft K equally 

1,00.000 

Freezers 

2,27,640 

Cash Sales 

1,20,960 

Frozen Food 

2,81,670 

Deposit on Credit ft 


Rent 

15,750 

Hire Purchase Sales 

42,600 

Rates 

6330 

Credit Sales Instalments 

8,9C0 

Electricity 

2,400 

Hire Purchase Sales Instal* 




ments 

20,000 

General Expense 

1,930 

Lease Rentals 

10,800 

Balance c/d 

79,100 

Frozen foods Balance of sales 

3,02,080 




6,15,340 


6,15,340 


(6) Cash payments dedncted from frozen food sales each week before 
paying into the bank were wages freezers department Rs. : wages 
frozen food department Rs. 460; General expenses Rs. 20 ; Drawings 
F Rs. 390 ; and K Rs. 440. 

You are required to prepare departmental. Trading ft Profit ft Loss Aocoun . 
or the year ended SOth June, 1976. 

Solntioai 

Ttwding & Profit & Lose Acceom for tfie yesir ended .30thi Jwm 1976 



Freezers 

Frozen 

Freezers 

Frozen 



Food 



Food 


Rs. 

Rs. 


Rs. 

Rs. 

To Cost of Sales : 



By Sales: 



Purchases 

2,13,360 

2.91,830 

Cash 1,20,960 



Lets: Goting 
Stock 

13,440 

41,710 

Credit* 78,120 

Hire- 









1,99,920 

2,50,120 

Purchase 1,00,800 

2,99,880 

3,84340 

Gross 

Profit 

99,960 

1,34,120 





2.99,880 

3,84,240 


2.99.880 

3,84.24( 

Towages 

14,040 

23,920 

By Gross Profit b/d 

99,960 

],34.02( 

Rent 

7,000 

14,000 

„ Lease Rentals 

11,520 


Rates 

Electri- 

3,100 

6,200 

„ Finance Charges 
Credit Sales 

2,100 


city 

970 

1,940 




15,110 

* On cash retail price basis 

46,060 
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Rs. 



Rs. 

General Ex* 
penwf 

990 

1,980 

,. Finance Charges 

on 


Deprecia* 

tion 

Provision for 
unrealised 
Profit on 

5,370 

3,360 

H P. Sales 

4,000 




H.P.,Sales 

Coamia* 

20,270 





sioB 

Net Profit 

5,980 

7,520 




c/d 

59.860 

75,200 





1,17,580 

1,34.120 


1,17,580 

1,34,120 

To Net Profit transferred to 


By Net Profit b/d 



F 


67,530 

Freezers 


59,860 

K 


67,530 

Frozen foods 


75,200 



1,35,060 



1,35,060 

Balaace Sheet of M/e. F * K as at 30th June 1976 


JJaMlities 


Rs. 

Aueti 


Rs. 

Capital Accounts: 



Fixed Assets; 



F 


50,000 

Cost 

43,680 


K 


50,000 

Less Dep. 

8,730 

34,950 

Current Accounts 
F 

73,510 


Stock at cost: 



\ Less Drawings 

20,280 

53,230 

Freezers 

13,440 



— 


Frozen food 

41,710 

55,150 

K 

75,050 





Less Drawings 

22,880 

52,170 

Debtors 


83,970 




{including stock out mi 





H.P. Rs. 40,530) 

Cash 


79,100 

Sundry Creditors 


39,560 




Outstanding Expenses 

8,210 






2,33,170 



2,33,170 
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Working Note*: 


No 

Rs. 

(1) PnrehMes 

Fnetera 

Ptyment 


271 

2,27,640 

Outstanding on 30-6-76 


35 

29,400 

Leu : Cost of freezers leased 

32x840 

Rs. 

26.880 

2,57,040 

Cost of freezers used 

in frozen food deptt. 

20x840 

16.8CO 

43,680 


2,13;360 


(2) Stock of freezers on 30th June 76 



Total Purchases 


2,57,040 

Lea: Cost of freezers sold, leased & 



used in frozen food deptt. 



(96+62+80-i-32x20) = 290x840 


2,43,600 



13,440 

(3) Finance Charges Credit Sales 

H.P. SalM 


Rs. 

Rs. 

Balance of Retail Price 

960 

960 

Finance charges @ 12|% and 25% 



respectively 

120 

240 


1,080 

1,200 

(4) Credit Sales: 


Ri. 

Total instalment payable including interest 


66,960 

per freezer, 62-1-1,080 



Less: instalments received 


18,900 

Instalments Outstanding on 30.6.76 


48,060 

Total finance charges : 62x 120 


7,440 

Finance charged unearned 7,440x 48,060/66,960 


5,340 

Finance charges earned 


2,100 

(S) Provision for unrealised profit on Hire Purchase Sales. 

Rs. 

Gross Profit on 80 freezers @ 420 i.e, Rs. 1,260 less Rs. 840 

33,600 

Finance charges on 80 freezers ^ Rs. 240. 


19,200 



S2.8W 



Rs. 


W 


Rs. 960 per freezer is payable in 24 instalments 
Therefore capital element of each instalment; 960.^24 
Hire purchase interest is Rs. 240 per freezer 
payable in 24 instalments ; therefore interest 
element in each instalment is 

Amount due after payment of deposit on SO freezers 
Cash received as per question 20,000 

Against Cash selling price (4/S) 

„ interest (1/5) 4,000 

Stock out on H.P. 

60,800 

Unearned gross profit is 33,600x —- 

1,00,800 

(6) Finance charges earned on R.P. Sale 


(7) Sundry Debtors 

(a) Against credit sales as per working note No. 4 

I (48,060- 5,340) 

(b) Lease Rent due 

32 x 360 = 11.520-10,800 

(It is assumed that freezers were leased 

out in the beginning of the year) 

(c) Hire Purchases Sales 

Instalment Outstanding (96,000—20,000) 76,000 

Zess: provision for unrealised gross profit 20,270 
Provision for unearned 
finance charges 

(19,200- 4,000) 15,200 35^70 

\ 


Rs. 

40 

10 

76.800 

16,000 

60.800 

20,270 

4,000 

42,720 


720 


40,530 

83,970 


(8) Creditors 

For Freezers 29,400 

For Frozen foods 10,160 

-I 

39,560 I 


(9) Purchases frozen foods : 

Payments 2,81,670 

Outstanding on 30.6,76 10,160 

2J1.83O 



4U 


lUwrtnitlMi 

Om 1st January 1972, A mBi a truA t»B,on tmakimt payamat tyataat, an 
tha ftUawIng eonJUbm | 

(1) Tha purehase pries of tha truck la Ba. IfiOJBOB. 

( 2 ) nu amoua U poyabla to A In four 0900 ! atnmal iialalmmut dang wBfe 
Igy, Intarastpar annum on tha outstandlHg balanea, tka Jlrat tHtahnmt baint papoUa 
OH tha data of tale. 

B, In turn, Uret out the truck to A fora monthly kira of Ba. 3,000 par month 
from 1st January 1972. The hire charges are to ba abutted at the end of each year, 
against the amount due to A on account of principal and interest, any differatee being 
settled in cash. 

B charges 20% depreciation (an the written down value method) on the trade. 

All payments are made as per the agreement. On 1st January 1973, the truck 
is sold by B to A for Rs. 15,000 in cash. 


Show in B's books, the Truck Account, the Interest Suspense Account, the 
Hire Charges Account, the Interest Account and A’s Account. 

SolHtioa 




Books of B 




Truk Acceiiat 


1972 

Jan. 1 To A 

Rt. 

1,00,000 

1972 

Dec. 31 By Depreciation 
„ Balance c/d 

Rs. 

20,000 

80,000 



1,00,000 


1,00,000 

1973 
Jan. 1 

To Balance b/d 

80,000 

1973 

Dec. 31 By Depreciation 
„ Balance c/d 

16,000 

64,000 



80,000 


80,000 

1974 

Jan. 1 

To Balance b/d 

64,000 

1974 

Dec. 31 By Depreciation 
„ Balance c/d 

12.800 

51,200 



64,000 


64JD00 
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197S 


1975 


Jaa. 1 To lalMicc Hi 

51.200 

■Jan. 1 By A’l A/c 

15,000 



., Low on Mle of 




Track 

36,200 


51,200 


”7l20O 

t 

HaaaWfiwef 

MM AcOMM 


1972 

la. 

1972 

Be. 

Ju.l ToA*l4|l 

11,000 

Dec. 31 By latereit A/c 

9,000 



H Balance c/d 

9,000 


18,000 


' i8.qpo 

1973 


1973 


Jm. 1 To Hiliaot b/d 

9,000 

Dec. 31 By latamt A/c 

6,000 



M Balance c/d 

3,000 


9,000 


9,000 

1974 


1974 


Jaa. 1 To Balaaoab/d 

3.000 

Dec. 31 Intenet A/e 

3,000 


Hlr* Chaifw Acooaat 


1972 To Profit 4 Low A/c 

34,000 

1972 By A 

36,000 

1973 Profit 4 Law A/c 

34,000 

1973 By A 

Tijooo 

1974 To Profit 4 Low A/c 

36,000 

1974 By A 

36,0M 


MM, 


■■BB 


lataraat 

Acccwnt 


1972 To Intereat SospenM A/c 9.000 

1972 By Profit 4 Low A/c 

9,000 

1973 n n t» 

6,000 

1973 „ „ 

6,0M 

i®74 M t* n 

liooo 

1974 ■ „ „ 

"low 


■■MB 


bbb 


A 



1972 


1972 


Jan. 1 To Caih 

25.000 

Jan. 1 By Truck A/e 

1,00,000 

Dae. 31 HireGiarfM 

36.000 

„ „ Intentt Sospeaae 




A/c (Total 




intwwt) 

18,000 

k. w Balance o/d 

57,000 




1,11,000 


1,18,000 
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1973 

Dec. 31 To Hire Cbargei 
„ Balance c/d 


1983 

36,000 Jan. 1 By Balance c/d 
23.000 „ Cash 


57,0C0 

2.000 


59,000 


59.000 


1974 Ra. 

Dec. 31 To Hire Charges 36,000 


1974 Rs. 

Jan. 1 By Balance b/d 23,000 

., Cash 5,000 

., Balance c/d 8,000 


36,000 


1975 

8,000 Jan. 1 By Cash 
15,000 

23.000 


Working Notes : 

(i) Calculation of interest for ; 1972 on 75,000 @12% 

1973 on 50,000 @ 12% 

1974 on 25,000 @ 12% 


(ii) Cash Settlement; 

Principai+Inlercst 

Hire-Charges Amount 


due 

+Sale proceed Received 

on 1.1.73 

25,000+ 9,000 

36,000 2,000 

1.1.74 

25.000+ 6,000 

36,000 5,000 

1.1.75 

25.000+ 3,000 

36.000 23.000 

+15,000 

XUiutration: 



i he hire purchase department of B.G. Ltd. sells television sets and room 

coolers. 7 his department was newly started in 1980. 

The relevant information is 

as follows: 

Television 

Room cooler 


Rs. 

Rs, 

Cost 

5,400 

2,000 

Cash Price 

6,300 

2.400 

Cash down payment 

900 

400 

MonthU instalment 

600 

200 

Number of instalments 

10 

12 


1975 

Jan. 1 To Balance b/d 
,, Truck A/c 


36,000 

23,000 

23,000 

9,000 

6,000 

3,000 
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\ 


During the year, 100 televiiion sets and 120 room coolers were sold on i 
purchase basis. Two television sets on which 3 instalments only could be collet 
and 4 room coolers on which 5 instalments had been collected were repossest 
There were valued at Rs. 10,000 after reconditioning at a cost of Rs. 1,000, t' 
were sold outright for Rs. 14.000. Other instalmeuts collected and those < 
(customers till paying) were respectively as follows : 

Television sett 270 and 20 

—Room coolers 400 and 30 

Prepare accounts on stocks and debtors system to reveal the profit of 
Department. 

Soludoa: 

Hire Pordwae Stock A/c 


To Goods sold on H.P. 

10,26,000 By H.P. Debtors A/c 

4.05. 


„ Good Repossessed A/c 

14. 


(Instalments not due on 
repossessed goods) 

„ Balance c/d 

6,06 


(instalment not yet due) 

1 



10,26,000 

10,26, 

Hire Fiircliaae Debtors A/c 


To Hire Purchase 

By Bank A/c 

3.87. 

Stock A/c 

4,05,600 „ Balance 



12.000+ 6,000 

18. 


4,05,600 

4.05, 


— 

— 

To Hire Purchase Stock 

Goods RepoBBessed A/c 

14,000 By Hire Purchase Adjustment 

4, 


A/c (Balancing Figure) 

„ Balance c/d 

10; 





14,000 

14. 

To Balaace c/d 

10,000 By Bank (Sales) 

14, 

„ Bank (Exp.) 

1,000 


Hire Purchase Adjustment 

3,000 


„ A/c (Profit) 

14,000 




To Bln Puntmm A^iuMtmeat A/c Rm. By Bin Fnxchuc Stock AJc 1(L26jOQO 
(toodiag) 2,46.000 

« ftfebaMt 7.I0.0C0 


1046.000 

Ur* ParchaM Adjutauat A/e 


.1Q4M00 


To Goods nposscsscd AJc (Lost) 4,000 

„ Stock Reserve. 1,44,971 

.. Profit 1,00,029 


By Goods sold am Bin puvbate 

(Loadiag) 2,46.000 

„ Goods Repossessed 3^000 

(Profit on sale) 


2,49.000 

Woridag Notes : 


2,49,000 


(0 Hire PuKhase price is Rs. 6.900 for tdeviiion set and Rs. 2 200 
Room-cooler. Total cost & sales on this basis arc as follows :-l 


tor 


Television (100) 
Room Cooler (120) 


H.P. Price 

Cost 

Rs. 

•Rs* 

6,90,000 

5,40.000 

3,36,000 

2.40,000 

10,26,000 

7.80,000 


Cii) Cash collected Television 

Down (900 X 100) 90,000 

Insulments collected 1,62,000 

600x 270 


Room Cooler 

«.000 (400x 120) 
80,000(400 X 200) 


Amount collected on 

Repossessed (2 x 600 x 3 ) 3.600 4,000 (5 x 4 x 200 ) 

2,55,600 1,32.000 

- 2,55.600 

1.32,000 


(in) Instalments not yet due 

Televisions : Total instalments on 98 sets 
Insulmenu collected A, due 


3.87,600 


980 

290 
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Afflonot of 690 iutataMOts @ Ha. fiOO eadi Ri. 4,14.000 
Rooai Oxdeti: 

Total faMUbnent on*l 16 Room Cookn l,]f2 

Lcta hMUlinenta collected A dw 430 


/J 

Anoont of 962 fautalmeBti @ Rs. 200 each Rt. 1,92,400 
Total amouat (4.14.0G0+1,92,400} » Ri. 606,400 
(iv) Stock Reierve: 

Television 1,500 

(Rs. 6900-5400)-X4,14.000 « 90,000 

6.900 

Room Coolers 800 

Ri. 2800-2000)- X 192,400 - 54,971. 

2,800 - 

1,44,971 


962 


/) lostalmentt not due on k possessed goods 
2 Television sets 7 instalments on each @ Ri. 600 8,400 

S Room Coolers 7 instalments on each @ Rs. 200 5,600 

14,000 


ffira-Pnrebaaer’s booka 

From the buyer’s point of view the hire>parcliase price of goods is made up 
of: (0 the cash price of the principle amount, and (ii) the hire or rental for use 
of the asset daring the period of the agreement, represented, by interest inctuded 
in ea ch instalment till ownership rights vest in the hirer. Accordingly, each ins* 

falling doe for payment should be reckoned as consisting of; 

^ (n) a payment towards the value of the asset; and 

(b) a paynient on aocoont of the hire of the asset, represented by the 
interest on the reducing balance of the cash price of the asset that 
lemaias unpaid from time to time. 

On tUs eonsideiation, the buyer capitalises only that part of each instal- 
meat, which is npreseated by the cash price of the asset aequiied and the interest 
oa the amount kite is written off as an expense. 

fVneonaHeg latries ia the books of accoont of the buyer are made by 
•Asptfif aay one of tte three methods descifbed below: 



(A) (I) debit the asset account and credit the vendor’s account with the 
cash price of the goods. 

(2) Debit vendor’s account and credit cash with the amount of the ins¬ 
talments received. 

(3) Debit Interest Account and credit vendor’s account v^th the- amount 
of interest accruing on the unpaid balance on different dates on which cash instal- 
mant falls due for payment. 

Depreciation is written off on the asset in the usual manner. While stating 
the asset in the Balance Sheet, the credit balance in the vendor’s account repre¬ 
senting the cash price of the asset which is outstanding for payment is shown as 
a deduction from the depreciated value of the asset, so as to disclose clearly the 
value of the asset that has been paid for. 

(B) (I) Debit the asset account with the cash value of goods, credit vendor’s 
account with total amount of instalments, and debit the difference, on account cf 
interest included in them, to the Interest Suspense Account. 

(2) Debit each instalment when paid to vendor's account. 

(3) Write off the debit balance in the Interest Suspense Account by debit 
to Interest Account, over the period the instalments will be payable, in the pro¬ 
portion the number of instalment that fall due for payment in different accounting 
periods bear to the total number of instalments. Alternatively, the amount chatge- 
able to each year may be calculated by the 'progression’method described earlier. 

When this method is being followed the credit balance in the vendor’s 
account reduced by the amount of interest standing to the debit of Interest Sus¬ 
pense Account is shown as a deduction from the Balance of the asset account in 
the Balance Sheet. 

(C) No entry is made in respect of the asset aeqnired on hire-purchase 
basis until the first payment falls due. At the time, the Vendor’s Account is credi¬ 
ted with the full amount of instalment a jiart whereof is debited to Interest Account 
representing the amount of interest included in the instalment and the balance is 
debited to the asset account. 

NOTE : For a fuller understanding of the practical application of the afore¬ 
mentioned methods students should work through the illustrations 
at pages 360-567 (Volume I) of the text book No. GO 

Students may note that Method (C) is not suitable for a joint stock corn- 
pa/:}' as thereby the full value of the assets acquired is not disclosed by the books 
of account. 

Return of goods : If all the goods purchased on hire purchase are retur¬ 
ned, the balance appearing in the concerned assest account is then a loss ; it is 
dieted to the Profit &, Loss Account. If only a part of the goods is return^ the 
hire purebaMr will carry forward, in the asset account, a halaaca equal to an 
aaoount calculated at if only the retained portion bad been aeqnired. The hire 
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veiidor vrill b4 debited and the asset account will be credited by the agreed value 
of rq>ossessed goods. Any remaining amount in the asset account will be written 
off to the Profit & Loss Account; 

nioetradon: X Ltd, Purchased 3 milk vans from Super Motors costing 
Rs. 7S,000 each on hire purchase system. Payment was to be made: Rs. 45,000 
down and the remainder in 3 equal annual instalments together with interest @ 
1^ 9% X Ltd. write off depreciation @ 20% on the diminishing balance. It paid the 

instalment at the end of the 1st year but could not pay the next. Super Motors 
agreed to leave one milk van with the purchaser, adjusting the value of the other 
two milk vans against the amount due. The milk vans were valued on the basis 
of 30% depreciation annually on written down value basis. 

Show the necessary accounts in the books of X Ltd. 

Solatloa : 

Milk VaoK Account 

Rs. Rs 


Year Year 1 


1. To Super Motors 

2,25,000 end 

By Depreciation 

45,000 



By Balance c/d 

1,80,000 


2,25 000 


2,:5,OtH) 


a 



Rs. 


Rs. 

Year To Balance b/d 

1,80,000 Year 2 

By.Depreciation 

36,000- 

2. 

end 

„ Super Moters (value 



of 2 vans less depre¬ 




ciation for 2 years 

73,500 



„ Profit & Loss A/c 




(balancing figure) 

22,500 



„ Balance c/d 




(one van 




less depreciation for 


\ 


2 yean) 

48,000 


1,80,000 


1,80,000 


Super Motors Account 



Rs. 


Rs. 

Year To Bank 

45,000 Year By Milk Vans Account 

2,25,000 

1. „ Bank 

76,200 1 „ 

Interest @ 9% on 


M Balance 

1,20,000 

Ra. 1,80,000 

16,200 


2 41,000, 


2.41,000 



Year 

To Milk Vaa A/c 

73,500 

YearB Balaaoat/d 

1,20^000 

2. 

„ Balaaee c/d 

57,300 

2 „ laterest 

10,800 



1,30,800 

By Balance h/d 

1,30,800 





57,300 

Second Method : 






Milk Vaas Acconad 


Year 


Rs. 

Year 

Rs. 

1. 

To Bank 

45,000 

2 By Depreciation 

45,000 


•• •> ■*' 

60,000 

„ Balance cjd 

60,000 



1,05,000 


1,05,000 

Year 

To Balance c/d 

60,000 



2. 

„ Super Motors 


Year by Depreciation 



(creating a lia- 


2 Profit A Loss A/c 

36,000 


bility for 

57,300 

„ (balancing figure) 

33,300 


Rs. 57,300) 


„ balance c/d 

48,000 


1.17,300 1,17,300 



Super Mntem 


Year 2 To Balance c/d 

57,300 Year By Milk Van A/c 

57,300 


Year By Balance b/d 

57,300 


3 

CAWTAL AND OPERATING LEASES 

AceMMtBf for Leosoa—tko BwrAgro—di 

This subject is not ^ covered by ra accoaoting stKodard or eaposare draft. 
1b the USA, the Financtal AcooBoting Staadardi Board have issaed aa acoonatiag 
staadard oa this subject (FAS 13), aad it is likely that any UK develepaseatt will be 
based upon FAS 13. 

The staadard etassifes leases between: 

(a) capital (or finaaeial) leeses, aad 

(b) operating leases 

aad p ropose a differeat accenatitig treatmaat for each. 

(a) Capital ktsss 

These are deflaed in FAS 13 as leases which at thetr IhesftfoB aeet nty 
one of the foflosrinf ah e ri a : 
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(i) The feue truufen ownenhip of the property to the lea ter by the 
end of the leue. 

00 The lease contains a bargain pnrehase option. 

(iii) The term of the lease is eqnal to 75% or more of the estimated 
economic life of the asset concerned. 

(hr) Payment under the lease amount to 90% or more of the value of 
the asset concerned. 

(b) Operating leases 

These are all other leases. 

They essentially represent the short term renting of the asset by the lessor 

(the hirer) 

Accounting for capital leases 

The treatment is essentially the same as for the hire purchase transactions. 

(a) In the books of the lessee 

(i) The asset is capitalised at its cash price. 

(ii) The excess of rentals above the cash price it treated as intere<t and 
ia written off to the profit and loss account over the period of the 
lease using one of the methods dealt with in study. 

(iiO The liability to the lessor will be shown as a current liability, if 
payable within 12 mouths of the balance sheet date, or as a deferred 
liability, if payable in more than 12 months from the balance sheet 
date. 

(b) In the books of the lessor 

(i) The lessor will show a debtor in the balance sheet for the capital 
sums due from the lessee on the lease. 

0i) The interest of the lease will be credited to the profit and loss 
over the term of the lease. 

Accounting for operating Icasea 

(a) In the books of the lessee 

The payments under the lease are charged to the profit and loss account 

when incurred. They are shown as cost for the hire of the asset 

concerned. 

(b) In the books of the lessor: 

0) The asset remains in the Iwlasce sheet at cost depredatloa. 

00 The rentala received under the lease art credited m income in the 
profit and loss account 
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Sals or parchasc by deferred la e ta l men t e : In the books of account 
of a seller, in respect of sale of an asset, payment for which is receivable by instal¬ 
ments are recorded esactly in tte same way as if the asset had been sold on hire- 
poKhase basis. Correspondingly, a buyer acquiring goods on this basis also 
adopts the same method for recor^ng the transaction in the case of hire-purchase. 
See method (D) above. The following two points should, however, be noted : 

(i) Since the property in the goods vests in the buyer immediately after the 
sale has been concluded, the unpaid ule price should be described in the books of 
the seller as a Debt, and not a ‘Goods out on Hire.* 

(ii) The seller cannot repossess the goods on the buyer’s defaulting to pay 
any instalment of the price because the right of the ownership has been vested in 
the buyer : in such an event, the seller's only remedy would lie in the suing for the 
unpaid price. He should, therefore, make some provision for the contingency that 
some of the debts may prove to be irrecoverable. 

Sale of goods on approval or return basis 

When goods are sent out on sale, on approval or return basis, and immediate 
sale obviously does not take place. Only when the customer signi&cs his intention 
to purchase the goods or takes some action whereby it is indicated that he has 
decided to purchase the goods, the property in the goods passes to the buyer. So 
long as the property does not pass to the buyer, the seller should not regard it as a 
sale and, therefore, should not debit the customer with its price. 

Where a large number of articles are sent out on a sale or return basis, it 
is necessary to maintain a specially ruled Sale or Return Journal in the following 
form: 


SALE OR RETURN JOURNAL 


1 

DELIVERIES 

2 3 4 

i 

1 5 

RETURNS 
6 7 

S 

9 

SALES 

10 11 

12 

bala¬ 

nce 


i 

? i 

5. 

n t 

to 1 

( 

1 

1 

Amt 

Rs. 

Date j 

\ 

1 

1 

Particulars 

Fol. 


Amt. 

Ks. 

1 

_! 

1 

1 

I 

1 Date 

1 

Patticulars 

! 

iFol 

Amt. 

Rs. 



When such a Journal is kept, the following procedure is adopted for re¬ 
cording transactions entered into on this basis. 


When goods are sent out for sale on approval, entries are made only in 
columns 1 to 4, the sale price of goods being entered in column 4. The sale price 
is also posted to the deMt of the customer’s accounts in Goods on Approval L^ger 
and periodically, the total of column 4 is posted to the credit of Goods on Approval 

-nf 1 th ff » t - 
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If goods an nturaed, eotries an made in cohunns S to 8 the ules price is 
credited to the customers'account m the Goods on Approval Ledger and the total 
of this column is periodically potted to the debit of the goods on Approval Account. 

If the goods an ntained by the customers (sold), entries are made in 
columns 9 to 12. The individual amounts are then posted to the debit of 
customers accounts in the Sales L«dger and their total is credited to the Snifg 
Recount in the General Ledger. Further, the customers’ accounts in the Goods 
on Approval Ledger are credited with the individual amounts of goods sold and. 
periodically, the total of the amounts is posted to the debit of Goods on Approval 
Total Account. 

The value of the goods sent out but not sold or returned till the close of 
the year is extended to column 13. The total of this column, afterwards, will show 
the value of goods with customers at the price. This amount, after eliminating the 
element of profit, is included in the Trading Account representing the value of stock 
with customers at cost. 

niustration ; M/s. Salepush & Co. send goods on sale or return basis to 
a large number of customers. During March, 1967 the following customers received 
the goods: 


(i) Shri Ghosh 

Rs. 

1,000 

(ii) Shri Chandra 

Rs. 

800 

(iii) Shri Zaidi 

Rs. 

1,100 

(iv) Shri Fowler 

Rs. 

700 

(v) Shri Desai 

Rs. 

600 


Goods are returnable iivithin a period of 3 weeks. Zaidi returned the goods 
and Ghosh and Desai accepted them ; for others the period of 3 weeks has not yet 
expired. 

Enter the transactions in the Sale of Return Day Book and the connected 
Ledger and also in the Sales Ledger. 

Solndoa: 


Sales or Rctnms Joanul Month : March 1957 


Deliveries 

Returns 

Sales 


Balance 

r ^2 3 4 5 

6 7 8 

9 10 

11 12 

13 

Date Pard- Fol. Amt. Date 

Parti- Fol. Amt. 

Date Parti- 

Fol. Amt. 


culars 

culars 

culars 



Rs. 

Rs. 


Rs. 


Shri Ghosh 1,000 


Invoice 

•No. 

1,000 


K Chandra 800 

., Zaidi 1,100 

M Fowler 700 

1.100 

Invoice 


800 

„ Desai 600 


No... 

600 

700 

Total 4,200 

1,100 


1,600 

1,500 
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I9t7 

M«r. 7 To Ooodt lent on 
■pproval 


fclM<rpUfWil> 4g o 

CftMh 

Ri. 1W7 

Mar. 31 By Stlea— 
1.000 Invoice No. 



Mar. 7 

To Goods sent on 
ai^roval 

Rs. 

Mar. 31 By Balance c/d 

800 

Rs. 

800 

April 1 

To balance b/d 

800 

Zaldi 


Mar, 7 

To Goods sent on 
approval 

Mar. 31 By Goods Returned 

f.lOO 

1.100 



Fowler 


Mar. 7 

To Goods sent on 
approval 

Mar. 31 Balance c/d 

700 

700 

April 1 

Mar. 7 

To Balance b/d 

To Goods sent on 
approval 

700 

Deaai 

Mar. 31 By Sales 

600 Invoice No. 

600 



Sale* Ledger 

Ghosh 


Mar. 7 

Mar. 7 

To Sales Invoice No> 

To Sales Invoice No- 

Ri. 

— 1,000 

Desai 

— 600 



Self Emalaadoa Qjwetiou 

The quettkms are Intended to enable the slttdent to test his knowledge 
before proceeding to answer the test paper. Answers to these questions 
are not reqidred to be written out and submitted for erahution. 

1. P Ltd. sell! goods on hire purcbue basil, the price being ooit pint 60%. 
From the following particnlan relatiDg to 1970 ascertain the profit or 1m on the 


hire purchase tranisctions. 

Ra. 

Instalments due, cottomen paying on Jan 1, 1970 XOOO 

Instalments not yet doe 23,000 

Goods sold during the year on RP. badi, coat 60,000 

Cash received from H.P. Cestomen 90^000 

Ir^lmenta Due oii 31st Dec, 1979, intyint 3,000 
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2. A tefrigerator coiting Rs. 2,000 ii told on lit April, 1971 for Rt. 3,0C0 
on hire pnrctaue bntit, payment to be made in 20 monthly initafanentt of Rt. ISO 
each. If interest it ignoned. what will be the profit for 1971 ? What will be the 
answer If interest it not ignored ? 

3. During 1970, five television tets were told with free maintenance war* 

yc*"* It is estimated that the coat of free maintenance per set will 
be Rs. 150, Rt. 60 for the first year and Rs. 90 for the second. Actual cost incurred 
was Rt. 3S0 in 1970 and Rs. 200 in 1971. Set up accounts to deal with the question 
of maintenance. 

4. A Ltd. purchased from F Ltd. n track on hire purchase basis, payment 
to be made as follows: 

Rs. 20,000 on 1.1.72 down and Rs. 33,000 on 31.12.72 and on 31.12.73. 
Interest, reckoned @ 10% p.a. with yearly interests is included in the amounts 
stated above. A Ltd. closes its book on 3Gtb June each year and written off depre¬ 
ciation 30% p.a. on the diminishing value bans. 

Prepare the Truck Account. 

5. K Industies Ltd. acquired plant delivered on January 1,1978 on the 
following hire purchase terms. 

(i) an initial payment of Rs. 40,000 payable on or before delivery; 

(ii) four half yearly, payment of Rs. 30,0C0 each commencing from June 
30, 1978. 

In aniving at terms the plant manufacturers computed interest at 67. per 
annum with yearly rests. 

Wbat is the each price of the plant 7 
Hint : If X is the present cash value of the instalments, then 

6 6 

1,20,000 - X X6X/100+ -Ix+-6x-6O,0CO] 

1000 100 


6 . 




7. 


8 . 



Colliery Ltd. entered into a hire purchase agreement on January 1 with 
the Wagons Ltd. in respect of purchase of wagons the price of which 
was payable over a period of two years by four equal instalments of 
Rs. 4,000 payable at intervals of six months. The cash price of the 
wagons was Rs. 14,770. Show the finance charge debitable to the 
Profit & Loss Account each year. 

Messn. Rahim Bux & Co. sell a piano for Rs. 10,200 on hire purchase 
basis. The price is payable as follows : Rs. 1,600 on delivery, at the 
end of the first year Rs. 2,7G0, second year Rs. 1,500 and third year 
Rs. 4,400 in computing the H.P. interest has been calculated at 107, 
per annum. Wbat is the cash price of the piano ? 

A purchases an air conditioning unit and arranges to pay for it over a 
period of two years in four half yearly instalments of Rs. 2,400 each. 
The company supplying the air conditioning unit charge interest at the 
rate of 67« p.n> nnd the cash price of air conditioning unit Rs. 8,921.25. 
Calculate the amount of interest included in each cash instalment. 

How should a concern, which sends out goods on n Sale of Return 
basis record the value of goods sent out on approval before and after 

tt. . • * 



10, A frigtdaire is lold for Rs. 1^99 is rnaoner that Ri. 123 ii pagnhie on 
delivery and the balance in 12 quarterly Inetalment of Ri. 123 each. The 
cash price is Rt. 1,365. Determine the amount of interair included in 
the hire purchase price which should be credited to the Profit A Loss 
Account of the seller each year. 

Also explain the adjustment, if any, that yon will make in the 
amount of interest creditable to the profit and loss account of each 
year auuming that the accounts are closed each year on the 31st Mardb 
on the consideration that fri^daires are sold only during the months of 
April to September. 

11. Rama A Co. deal in refrigerators and radios. During the year ended 
31st December. 1965, the firm sold 5 refrigerators each at Rs. 2,500, 
payable in 5 instalments of Rs. 100 each. 5 radios at Rs. 1,000 each 
payable in 10 instalments of Rs. 100 each, the gross profit in each case 
being 20*/„ of sale price The number of instalments due and collected 
during the year were: 


Description 

Number 

Total 

Number 

Instalments 

Instalments 

of goods 

of units 

number 

of instal¬ 

collected 

not due 

sold 

sold 

of 

ments that 





instalments 

fell due 



Refrigerators 

5 

125 

30 

25 

95 

Radios 

5 

50 

25 

25 

25 


One refrigerator on which five instalments has been paid was repossessed due 
to the inability of the hire-purchaser to continue payment of instalmmits. 

Set up the necessary accounts in the books of Rams A Co. to record the 
transactions and determine the profit of the firm on the hire-purchase sale for the 
period ended 31st December, 1965. 

Aaawcrs. 

1. Rs. 34,125, 

2. Rs. 450 and 686. 

3. Debit Profit A Loss Account by Rs. SO in 1970; Profit A Loss Account 
not affected in 1971. 

4. Cash price Rs, 77,273. 

5. Rs. 1,10,000, plus Rs. 40,000 down payment 

6. Rs. 861 in the first year and Rs. 369 in the second year in the ratio of 
(4: 3) A (2; 1). 

7. Cash price Rs. 8.600. 

8. Interest included in each instalment Rs. 268, Rs. 204, Rs. 138 and 
Rs. 69. 

9. Assuming uniform sales throughout the year and on an average two 
instalments collected in the first year, 4 each 2nd and 3rd year and 
two in the fourth year, ioterest will be credited in the ratio of 23: 34, 
18: 3. 

10. Profit Rs. 1,000 excluding profit on repossession; 

Vijayalakshmi Printing Warks 10,000 - Sept. 1984 (Reprint) 
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DIPAITMINTAL ACCOUNTANTS 

If • boainen oonsiiti of teveraj independent actMtiea, or ia divided into 
aevenl departmenta, for carrying on aeparate fnnctions, ita management ia nanally 
intereited in finding ont the working results of each department so as to be aUe 
to asoertain their relative efficiencies. This can be ma^ possible only if depart¬ 
mental accounts are prepared. Departmental accounts are of great help and 
assistance to the management as an instmment for controlling the business more 
intelligently and eflectivelyi since therein all types of waste either of material or 
of money are readily detected; also attention is drawn to inadequacies or 
inefficiencies in the working of departments or units into which the business 
may be divided. 

To prepare such accounts, it will be necessary, first, for the income and 
expenditure of each department to be separately recorded in subsidiary books 
and then for them to be accumulated under separate heads in a ledger or ledgers. 
This may be done by having columnar subsidiary books and a columnar ledger. 
Alternatively, a separate set of books may be kept for each department, 
including complete stock accounts of goods received from or transferred to 
other departments or sold. Even when separate sets of books are maintained 
for different departments, it will also be necessary to devise a basis for allocation 
of common expenses among the dififorent departments. 

Note ; Students should refer text book No (ii) for a specimen of ruling of the 
Sales Book that should be employed when the working of the business 
is departmentalised. Other subsidiary books, specially the Purchase 
Book, will also have similar special rulings to indicate clearly the 
amounts pertaining to the various departments. 

Baaia of allocation of eonunou oxpcndftare among difforcnt d^artasenta 

(1) Expenses incurred specially for each department are charged directly 
thereto, e.g., insurance charges of stock held by a department. 

(2) Common expenses, the benefit of which is shared by all the departments 
and which are capable of precise allocation, e.g., rent, lighting expenses etc., are 
distributed among the departments concerned on some equitable basis consider¬ 
ed suitable in the circumstances of the case. Rent is charged to difierent 
departments according to the floor area occupied by each department, having 
regard to any favourable location specially allocated to department, lighting and 
heating expenses are distributed on the bads of consumption of energy by each 
department and so on. 

(3) Common expenses which are not capable of accurate measurement are 
dealt with as follows : 

(i) Selling expenses, e.g., discounts, bad debts, selling commiuion, etc. are 
charged on the bads of sales. 

(ii) Administrative and other expenses* e.g., salaries of managers, directors, 
common advertisement expenses, depreciation on assets, etc. are 
allocated equally among all the deparkments that have benefited thereby 
Altmmattfely no allocation may be made and such expenses may be 
charged to the combined Profit and Loss Account. 
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11 Wheneter goods or services are provided by 
one department to another, their eott should be separately recorded and diarged 
to the department benefiting thereby and credited to that providing it. The 
totals of sncb benefits also most be disclosed in the departmental Profit and 
Loss Acconnls. to distingnish them from other items of expenditure. Goods 
and services may be charged by one department to another either at cost or at 
a loaded price. In the latter cate the loading included in the unsold stock at 
the end of the year is excluded before final accounts are prepared so as to 
eliminate any anticipatory profit included therein. This is done by creating an 
appropriate stock reserve by debiting the combined Profit and Loss Account. 

Sometimes, interest is debited to departments in respect of amounts invested 
in them; also a national charge on account of rent is made even though the 
building belongs to the concern, so as to find out their economic strength to be 
able to bear all the expenses relative to their working. The corresponding 
credits in respect of the aforementioned debits are inclnded in the combined 
Profit and Loss Account; thus, the profit of b incem is not affected. 

Dlnstnitloa: Messrs D, B and R carried on a business of Draper and 
Tailors in Delhi; D was incharge of Department “A** dealing in cloth; B of 
Department "B** for selling garments and R of Department “C” the tailoring 
section. It had been agreed that each of the three partners would receive 75% 
of the profits disclosed by the accounts of the department of which he was 
incharge and the balance of the profits would be shared in the proportion : 
D 1/2, B 1/4 and R 1/4. The following is the Trading and Profit and Loss 
Account of the firm for the six months ended March 31, 1984 : 

Trading and Profit A Loss Acconnt 


Dr. 

To opening Stock 
Cloth (A) 
Ready-made 
Garments (B) 


Rs. 

7,890 

24,000 


Rs. 


/ 


Tailoring Goods(C) 20,000 81,890 

To Purchase : 

Cloth (A) 1,40,700 

Ready-made 

Garments (B) 80,600 

Tailoring Goods (C)44,400 2,65,700 

„ Salaries and Wages 48,000 

„ Advertising 2,400 

., Rent 10,800 

„ Discount Allowed 1,200 

„ Sundry Expenses 12,000 

„ Depreciation on Furniture 

and Fittings 750 

„ Net Profit 67,060 


By Sales 
Cloth (A) 
Ready-made 
Garments (B) 
Tailoring Jobs (C) 

Discount received 
, Closing Stock: 
Cloth (A) 
Ready-made 
Garments (B) 


Rs. 

1,80,000 


Cr. 

Rs. 


1,30,000 
90,000 4,00,000 
- 800 


45,100 

22,300 


Tailoring Ooods(C) 21,600 89,000 

(including Rs. 5,700- 

for goods transferred 
from department (A) 


4,89,800 


4,89,800 
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After coniideratioD of the followiag, prepare Departmental Aocotiats and 
Profit and Loai Appropriation Account 

(i) Cloth of the value of Ri. 10,700 and other goods of the value of Rs. 600 
were transferred at selling price by Departments A and B respectively to 
Department C. 

(ii) Cloth and garments are sold in the show-room. Tailoring work is 
carried out in the workshop. 

(iii) The details of salaries and wages were as follows: 

(a) General OfBce 50%; show-room 25%; 25% for workshop (75% of 
which is for tailoring work alone). 

(b) Allocate General OflSce Expenses, in the production of 3:2:1 among the 
Departments A, B and C. 

(c) Distribute show-room Expenses in the production of 1 : 2 between 
Departments A and B. 

(iv) The workshop rent is Rs. 1,000 per month. The rent of the General 
OflBce and Show-room is to be divided equally between Departments A and B. 

(v) Depreciation charges are to be allocated equally amongst the three 
Departments. 

(vi) All other expenses are to be allocated on the basis of turnover. 

(vii) Discounts received are to be distributed among the three Departments 
as follows : A, Rs. 400; B, Rs. 250 : C, Rs. 150. 

(viii) The opening stock of Department C does not include any goods 
transferred from Department A. 


Solution: 

(For Departmental Trading and Profit and Loss Account, please see page 5). 


Profit ft Loos Appropriation Account 


Rs. 

To Stock Reserve 
„ D : 75% of Profit of 

Deptt. A 23,955 

20% of Common 

Pool 7,527 

Rs. 

1.710* 

31,482 

Rs. 

By Net Profit, from Profit 
ft Loss Account 67,060 

„ B : 75% of Profit of 

Deptt. B 18,623 

25% of Common 

Pool 3,763 

22,386 


„ R : 75% of Profit of 

Deptt. C 7,718 

25% of Common 

Pool 3,764 

11,482 



67,060 

67,060 

*Gross Profit is 30% on Sales (including transfer to Department C). 
Hence 30% of Rs. 5,700 is required as Stock Reserve; this will be deducted 


from the common pool. 


0 c 
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I (Q t Oemplei Ltd. hu 3 departmentt. A, J; C. The foflovliig 
infoimalion it protided: 


Operating Stock 
Contamption of direct materials 

Wages 

Cloting Stock 
Sales 


A 

B 

c 

Rs. 

Rs. 

Rs. 

3.000 

4,000 

6,000 

8.000 

12.000 

— 

5,000 

10,000 

— 

4,000 

14,000 

8,000 

34,000 


Stodc of each department is valued at cost to the department concerned. 
Stod of A department are transferred to B at a margin of 50% above depart¬ 
mental cost. Stocks of B department are transferred to C department at a margin 
of 10% above departmental cost. Other expenses were : 


Rs. 


Salaries 2,000 

Printing and Stationery 1,000 

Rent 6,000 

Interest paid 4,000 

Depreciation 3,000 


Allocate expenses in the ratio of departmental gross profit. Opening figures 
of reserves for unrealised profits on departmental stocks were : 

Department B Rs. 1,000 
Department C Rs. 2,000 

Prepare Departmental Trading and Profit Loss Account. 

lUnstratlaa (3): A Ltd. has a factory which has two manufacturing Depart¬ 
ments X and Y. Part of the output of X Department is transferred to T Depart¬ 
ment for further processing and the balance is directly transferred to the selling 
department. The entire production of Y Department is transferred to the 
selling department. Inter-departmental stock tranfers are made as follows : 

X Department to T Department at 33-1/3% over departmental cost. 

X Department to telling Department at 50% over departmental cost. 

The following information is given for the year ending 31st March 1976 : 

Selling 

Department X Department Y Department 



M.T. 

Rs. 

M.T. 

Rs. 

M.T. 

Rs. 

Opening Stock 

60 

60,000 

20 

40,000 

50 

1,45,000 

Raw material Consumption 

90 

1.00,000 

20 

20,000 



Labour Charges 

— 

50,000 


80,000 

— 

— 

Sales 

— 

— 


— 

— 

5,00,000‘o 

Closing Stock 

30 

— 

50 

— 

60 

— 


Out of the total production in X Department 30 m.t. were for transfer to the 
Selling Department. Apart from these stocks which were transferred during 
the year the balance output and the entire opening and closing stocks of X 
Department were for transfer to Y Department. The per tonne material and 
labour consumption in X Department on production to be transferred directly 
to the Selling Department is 300 per cent of the labour and material consump¬ 
tion on production meant for T Department. Prepare Department Profit and 
Loss Acconat ignoring material wastages. 




COMPLEX LTD. 
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Calculation of onrealited profit: 

Stock* of Department B : 

Closing Stock that may be ascribed to transfer from Debt. A is Rs. 6,300 
i.e., 

18,000 (value of inward transfer) 

14,000 X- 

40,000 (total cost i.e., material+wages+intemal transfer) 

The rate of profit of Department A being 33-1/3%, the profit included in 
Rs. 6,300 is Rs. 2,100. 


Stock of Deptt. C : Rs. 

Profit of Deptt. B: 10 727 

8,000 X- 

no 

Profit of Deptt. A— 

18,000 1 1,091 

(8,000—727) X - X— - 

40,000 3 1,818 


Total for Deptt. C 

Total for the firm : Rs. 3,918 (including Rs. 2,100 in respect of Deptt. B) 


Solution : (3) 

Working Notes ; 

Cost of production t 
Department X 

Cost of output 2,10,000 

Transfer to selling deptt. 30 m.t. equivalent units 90 m.t. 

Output for transfer to Y Deptt. 120 m.t. 

Cost of goods transferred to selling deptt. 

2,10,000 x 90/210 90,000 

Transfer Price, cost + 50% — 1,35,000 

Cost of output meant for transfer to Y Deptt. 1,20,000 

(2,10,000—90,000) 

Cost of closing stock of X Deptt. 30,000 

Department Y 

Total cost of output 2,60,000 

Total output 130 m.t. 

Cost per m.t. 2,000 

Value of closing stock, 50 m.t. 1,00,000 

Cost of transfer to selling Deptt. 80 m.t. 1,60,000 

Transfer price co8t-i-25% 2,00,000 
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lUMtratlM: 

Oram Udyog, a retail store hat two departments, ‘Khadi add Silks* for each 
of which stock account and memorandum ‘Mark up’ accounts are kept. All the 
goods supplied to each department are debited to the Stock Account at cost plus 
a 'mark up*, which together make up the selling-price of the goods and in the 
account of the sale proceeds of the goods are credited. The amount of 'mark 
up’ is credited to the Departmental Mark up Account. If the selling price of 
any goods is reduced below its normal selling price, the reduction 'marked down’ 
is adjusted both in the Stock Account and the Departmental 'Mark up’ Account. 
The rate of'mark up’ for fCbadi Department is 33i% of the cost and for Silks 
Department it is 50% of the cost. 

The following figures have been taken from the books for the year ended 


December 31, 1966: 

Khadi D 

Silks D 


Rs. 

Rs. 

Stock as on 

January 1st at cost 

10,500 

18,600 

Purchases 

75,900 

93,400 

Sales 

95,600 

1,25,000 


(1) The stock of Khadi on January 1, 1976 included goods the selling 
price of which had been marked down by Rs. 1,260. These goods were sold 
during the year at the reduced prices. 

(2) Certain stocks of the value of Rs. 6,900 purchased for the Khadi 
Department were later in the year transferred to the Silks Department and sold 
for Rs. 10,350. As a result, though cost of the goods is included in the Khadi 
Development, the sale proceeds have been credited to the Silk Department. 

(3) During the year 1976 to promote sales the goods were marked down as 
follows ; 



Cost 

Mark down , 


Rs. 

Rs. 

Khadi 

5,600 

360 

Silk 

10,000 

2,000 / 


All the goods marked down, were sold except Silks of the value of Rs. 5,000 ^ ^ 
marked down by Rs. 1,000. 

(4) At the time of stock-taking on December 31, 1976 it was discovered 
that Khadi cloth of the cost of Rs. 390 was missing and it was decided that the 
amount be written off. 

You are required to prepare in a columnar form for both the departments 
for the year 1976. 

(a) The Memorandum Stock Account; and 

(b) The Memorandum Mark up Accouut. 



1976 


1976 


Jan. 1 To Balance b/d 



By Sales A/c 

1,25,000 

Cost 

18,600 


„ Markup A/c 

2,000 

Mark¬ 

up 

9,300 

27.900 

„ Balance c/d 

51,350 

To Purchases 

93,400 




„ Markup 

46,700 

I 40 100 



To Rhadi A/c 

6,900 




., Markup 

3,450 

10,350 





1,78,350 


1,78,350 


Silk Marknp Aecoont 


Dr. 



1976 


1976 To Stock A/c 


2,000 

Jan. 10 By Balance b/d 

9,300 

„ Profit ft Loss A/c 

41,000 

„ Stock A/c 

46,700 

„ Balance 



„ Stock A/c 

3,450 

(1/3 of 52,350)- 
1000 


16,450 





59,450 


59,450 

Working Notes : 





(1) Verification of profit 




Sales 




1,25,000 

Add markdown in goods sold 


1,000 





1,26,000 


Gross Profit 1/3 42,000 

Less markdown 1,000 


Gross Profit as per books 


41,000 



Rt. 
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KhUlStMk AccmbH 


1976 

Rs. 

1976 

Jan. 1. To Balance 


By Sales 

(10,500 +2,240) 

12,740 


To Purchases 75,900 


,. Silk Deptt. 

„ Markup 25,300 


„ Markup A/c 


6900 

2300 


l.Ol.MO 

,, Lost of 

Stock A/c 390 
„ Markup A/c 130 


95,600 

9.200 


520 


„ Markup A/c 360 

„ Balance c/d 8,260 


1.13.940 


1.13.940 


KhadI Markap Aecoant 


1976 

Rs. 

1976 

Rs. 

To Stock A/c (transfer) 

2,300 

Jan. 1. 


.. .. .. (re-less) 

130 

By Balance b/d 




3500-1260 

2,240 

„ „ ., (markdown) 

360 

By Stock A/c 

25,300 

„ Profit A Loss A/c 

22,685 



,, Balance 1/4 2,065 

2,065 




27,540 


27,540 

Working Note: 




Verification of Profit 




Sales as per books 



95,600 

Add markdown 1260 + 360 


1,620 


97,220 


Gross Profit on fixed selling price 25% 

24,305 

Less markdon 

1,620 


22,685 


BRANCH ACCOUNTS 

The dictionary meaning at the word ’branch* ii ‘any subordinate division of 
a business, subsidiary shop, office, etc.* According to the provisions contained 
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in Section (29) of the Companies Act. 19S6, it wonld appear that a branch is any 
estaUishment carrying on either the same or substantially the same activity as 
that carried on by the head olBce of the company. It must also be noted that 
the concept of a 'branch* means eaistence of a head office, for there can be no 
branch without a head office; the principal place of business. For the account* 
ing point of view, branches may be classiSed : 

(i) Branches in respect of which the whole of the accounting records are 
kept at the head office. 

(ii) Branches which maintain independent accounting records, and 

(iii) Foreign Branches. 


Brandies for which accounts are kept by the Head Office : When the busi¬ 
ness policies and the administration of a branch are wholly controlled by the 
head office its accounts also are maintained by it. Branch account, in such a 
case, are written up at the head office from reports and returns received from 
time to time from the branch! Some of the significant types of branches that 
are operated in this manner are described below : 


(a) A branch set up merely for booking orders that are eiecuted by the 
head office. Snch a branch only transmits orders to the head office. 

(b) A branch established at a commercial centre for the sale of goods 
(wholesale) supplied by head office, and under its direction, all collec¬ 
tions being made by the H O; and 

(c) A branch for the retail sale of goods, supplied by head office. 


Accounting in the case of first two types will be simple. Only a record of 
expenses incurred at the branch will have to be maintained. Bat it will not be 
so in the case of the third type. A retail branch is essentially a sale agency 
that principally sells goods supplied by the bead office for cash and, if so 
authorised, also on credit to approved customers. Generally, cash collected is 
deposited into a local bank to the credit of the bead office and the head office 
issues cheques thereon for meeting the expenses of the branch. In addition, 
the Branch Manager is provided with a 'fioat* for petty expenses which is 
replenished from time to time on an imprest basis. If, however, the branch 
also sells certain lines of goods, directly purchased by it, the branch retains a 
V part of the sale proceeds to pay for the goods so purchased. 

^ There are various methods of recording transactions between the head office 
yand a branch which vary from one another mostly on account of the differences 
that there are on the basis on which goods are charged out to branches. 


Madwds of charging goods to branches : Goods may be invoiced to branches 
(1) at cost; or (2) at selling price; or (3) in case of retail branches, at wholesale 
price. 

Note : The selling price method is adopted where the goods wonld be sold 
at fixed price by the branch. It is suitable for dealers in tea, petrol, vanaspati 
ghee, etc. In this way, greater control be exercise over the working of a branch 



inatmucb m that the branch balance in the head office books wonld always be 
composed of toe value of unsold stodc at the branch and remittances or goods 
in transit, any difference wherein being easily located. The arMrary price’ 
method is usually adopted if the selling price is not known or when it is not 
considered desirable that the margin of profit should be disclosed to the branch 
manager. 

IFAen goods are bnoiced at cost : If goods are invoiced to the branch at 
cost, the trading results of branch can be ascertained by following either the 
Debtors Method or Stock and Debtors Method. For the purpose, it is assumed 
that the branch is an entity separate from the head office. On this basis, a 
Branch Account is started in the head office books to which the price of goods 
or services provided or expenses paid out are debited and correspondingly, the 
value of benefits and cash received from the branch are credited. 

1. Book entries (Debtors Method) : The opening balance of stock, debtors 
(if any), petty cash (if any), are debited to the Branch Account; the cost of goods 
sent to branch as well as expenses of the branch paid by the head office, e.g. 
salaries rent, insurance, etc., are also debited to it. Conversely, amounts 
remitted by the branch and the cost of goods returned by the branch are credit¬ 
ed. At the end of the year, the value of unsold stock, the total of customers’ 
balances outstanding and that of petty cash are brought into the branch account 
(on the credit side) and then, the branch account will reveal profit or loss; 
debit ‘balance* will be the loss suffered on the working at the branch and rice 
versa. If the branch also is allowed to make small purchases of goods locally 
as well as to incur expenses, as long as these are paid out of the balance of 
imprest provided, only details of such expenditure will be furnished by the 
branch to the head office. If on the other hand, purchases are made out of cash 
receipts, it will also be necessary for the branch to supply to the head office a 
copy of the Cash Account, showing details of cash collections and bow these 
have been disposed of. To illustrau the various entries which are made in the 
Branch Account, the proforma of a Branch Account is shown below : 


Prafonaa Branch Accannt 


To 

Balance b/f 

By Cash remitted 


Stock 

By Returns to H.O. 


Debtors 

By Balance c/d 


Petty Cash 

Stock 

To 

Goods sent to Branches 

Debtors 

To 

Bank 

Petty Cash 


Salaries 

By Profit ft Loss A/c Loss 


Rent 

Sundry expenses 

(if debit side is Mgger) 

To 

Profit Sl Loss A/c Profit 
(if credit side is bigger) 


Note: 

Having credited the Branch Account by the actual cash received from 


debtors it would be wrong to 

debit the Branch Account in respect of 


discount or allowances to debtors. 
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The accuMy of the traiaini retnlta aa discloaed by the Branch Account, to 
maintained, if coniidered neceisary, can be proved by preparing a memorandum 
Branch Trading and Profit ft Loai Acconnt, in the uinal way, from the balancea 
of varioni items of income and expenses contained in the Branch Account. See 
illnstration 11.2 in Chapter XI, advanced Acconnt by Shnkla and Orewal. 

2. Stock and Debtors Method i If it is desired to exercise a more detailed 
control over the working of a branch, the accounts of the branch are maintai* 
ned under what is described as the Stock and Debtors Method. According to 
this method, the undermentioned fonr accounts have to kept: 

(a) Brach Stock Account (or Branch Trading Account). 

(b) Branch Profit ft Loss Account. 

(c) Branch Debtors Account (if any). 

(d) Branch Expenses Account. 

If the branch also is allowed to purchase goods locally and to incur 
expenses out of its cash collections, it would be necessary to maintain (i) a 
Branch Cash Account, and (ii) an independent record of branch assets. All the 
accounts are kept by the H.O. 

The manner in which entries are recorded in the above accounts is shown 


below : 



Transaction 

Account debited 

Account credited 

<») 

Cost of goods sent to the 
Branch 

Br. Stock A/c 

Goods sent to Br. A/c 

(b) 

Remittances for expenses 

Br. Cash A/c 

(H.O.) Cash A/c or 

(c) 

Any asseu (e.g. furniture) 

Br. Asset (Pumi' 

(i) (H.O.) Cash A/c or 


provided by H.O. 

ture) A/c 

(ii) Creditors A/c 

(iii) (H.O.) Furniture A/c 

(d) 

Cost of goods 

Goods sent to Br. 



returned by the branch 

A/c 

Br. Stock A/c 

(c) 

Cash Sales at the Branch 

Br. Cash A/c 

Br. Stock A/c 

(0 

Credit Sales at the 

Branch 

Br. Debtors A/c 

Br. Stock A/c 

(s) 

Return of goods by 
debtors to the Branch 

Br. Stock A/c 

Br. Debtors A/c 

(h) 

Cash paid by debtors 

Br. Cash A/c 

Br. Debtors A/c 

(i) 

Discount ft allowance 
to debtors, bad debts 

Br. Expenses A/c Br. Debtors A/c 

a) 

Remittance to H O. 

(H.O.) Cash A/c 

Br. Cash A/c 

(k) 

Expenses met by H.O. 

Br. Expenses A/c 

(H.O.) Cash 


(I) Closing Stock ; Credit the Branch Stock Account with the value of closing 
stock at cost. It will be carried down in it as the opening balance (debit) for 
the ensuing period. The balance of the Branch Stock Account, (after adjusting 
therein the value of closing stock), if in credit, will represent the gross profit on 
sales and flee rersa. 
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Other itept : 

(m) Transfer balance of Branch Stock Account to the Branch Profit A Lou 
Account. 

(n) Tranfer balance of Branch Expenses Account to the debit of branch Profit 
Loss Account. 

(o) The balance in the Branch P. A L. A/c will be transferred to the (H.O.) 
Profit A Loss Account. 

The credit balance in the Goods sent to Branches Account is afterwards 
transferred to the Head Office Purchases Account or Trading Account (in case 
of Manufacturing concerns), it being the value of goods transferred to the 
Branch. 

Given below is a simple problem, the solution whereto has been prepared 
both by the Debtors and by Stock and Debtors methods so as to show the 
distinguishing features of these two methods. 

lUaatfatlon : The Bombay Trading Company invoiced good to its branch 
at Delhi at cost. Head Office paid all the branch expenses from its bank except 
petty cash expenses which were met by the Branch. All the cuh collected by 
the branch was banked on the same day to the credit of the Head Office. The 
following is a summary of the transactions entered into at the branch during the 
year ended December 31, 19... 



Rs. 


Rs. 

Stock January 1 

7,000 

Bad Debts 

600 

Debtors, January 1 

12,600 

Goods returned by customers 

500 

Petty Cash, January 1 

200 

Salaries A Wages 

6.000 

Goods sent from H.O. 

26,000 

Rent A Rates 

1,200 

Goods returned to H.O. 

1,000 

Sundry Expenses 

800 

Cash Sales 

17,500 

Cash received from Sundry 


Credit Sale 

28,400 

Debtors 

28,500 

Allowances to customers 

200 

Stock, December 31 

6,500 

Discount to customers 

1.400 

Debtors, December 31 

Petty Cash, December 31 

9,800 

100 


Prepare : (a) Branch Account (Debtors Method), (b) Memorandum 
Branch Trading and Profit A Loss Account to prove the results as disclosed by 
the Branch Account and (c) Branch Stock Account, Branch Profit and Loss 
Account, Branch Debtors and Branch Expenses Account by adopting the Stock 
and Debtors Method. 

Solution: 

DEBTORS METHOD 


(A) 

Delhi BraiKh Account 



Dr. 





Cr. 

19... 

Rs. 

Rs. 


Rs. 

Rs. 

Jan. 1 To Balance b/f: 
Stock 

Debtors 

Petty Cash 

7,000 

12,000 

200 

19,800 

19... 

Dec. 31 By Bank : 
Cash Sales 
Cash from 
Sundry 

17,500 
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Dec. 31 To Good wnt 



Debton 

28,300 

46,000 

to Branch A/c 


26,000 




w To Bank: 



Dec. 31 By Goods tent to 





Branch A/c, returns 


Salariea A 



to H.O. 


1,000 

Wages 

6,200 


By Balance c/d. 


Rent ft Rates 

1,200 


Stock 

6,500 


Sundry 



Debtors 

9,800 


Expenses 

800 

8,200 

Petty Cash 

100 

16,400 

„ To Balance being 





Profit carried to (R.O.) 




P ft L A/c 


9,400 






63,400 



63,400 

19... 






Jan. 1 To Balance b/d 


16,400 




(B) MeatoraBduB Braaeh Tradlat and Profit ft Low Acconat 


Dr. 





O. 


Rs. 

Rs. 


Rs. 

Rs. 

To Stock, January 1 


7,000 

By Sales •* 



„ Goods sent from 



Cash 

17,500 


H.O. 

26,000 


Credit 28,400 



Leu Returns to H.O. 

1,000 

25,000 

Lest Returns 500 

27,900 

45,400 

„ Gross Profit c/d 


19,900 

By Closing Stock 


6,500 



51,900 



51,900 

To Salaries ft Wages 


6,200 

By Cross Profit b/d 


19,900 

„ Rent ft Rates 


1,200 




„ Sundry Expenses 


800 




„ Petty Cash Expenses 


100 




„ Allowances to Customers 

200 




„ Discounts 


1.400 




„ Bad Debts 


€00 




„ Net Profit 


9,400 






19,900 



19,900 
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STOCK AND DKBTOB8 METHOD 

DflOf Smct Stoek Aeetmit 


Dr. 



Cr. 

19... 


19... 


Ian. 1 

Rs. 

Dec. 31 Rs. 

Rs. 

To Stock 

7,000 

By Sales •* 


Dec. 31 


Cub 17,500 


To Goods sent to 


Credit 28.400 


Brancii A/c 

26,000 

Lets 500 27,900 

45,400 

„ Gross Profit c/d to 


Returns-- 


Branch PAL A/c 

19,900 

„ Goods sent to 




Branch A/c 

1,000 



By Balance c/d 




(Stock) 

6,500 


52,900 


52,900 

19... 

6,500 



Jan. 1 To Balance b/d 




Delhi Braadi Dehtora Acceunt 


Dr. 



Cr. 

19... 

Rs. 

19... 

Rs. 

Jan.l To Balance b/d 

12,600 

Dec. 31 By Cash 

28,500 

Dec. 31 Sale 

28,400 

„ Returns 

500 



„ Allowances 

200 



„ Discounts 

1,400 



„ Bad Debts 

600 



„ Balance c/f 

9.800 


41,000 41,000 


19... 

Jan. 1 To Balance b/d 

9,800 



Delhi Brauch Kxpcases Aeeoaat 


Dr. 



Cr. 

19... 

Rs. 

19... 

Rs. A 

Dec. 31 To Salaries and wages 

6,200 

Dec. 31 By Branch PAL A/c 

10,500 

„ Rent A Rates 

1.200 



., Sundry Eipenses 

800 



„ Petty Cash Expenses 

100 




Allowances to customers 200 
Discounts 1,400 

Bad Debts 600 


10,500 


10,500 



IMU Braach Pnit * Imm Awwt 


19... 


19... 


Dec. 31 

Rs. 

Dee. 31 

Rt. 

To Branch eapenses A/c 

H Net profit to General 

10,300 

By Grots Profit b/d 

19,900 

PftL A/c 

9,400 




19,900 


19,900 


WbM gooii an larokad at aalliag prka: The considerations on which this 
method is applied and types of business for which it is considered suitable have 
already been stated. It would be obvious that if Branch Account is debited 
with the sales price of goods and subsequent to the debit being raised there is a 
change in the sale price, the amount of debit either has to be increased or 
reduced on a consideration of the quantity of unsold stock that there was at the 
branch at the time the change took place. Such an adjustment will be necessary 
as often as the changes in sale price occur. 

Moreover the amount of anticipatory profit, included in the value of unsold 
stock with the branch at the close of the year will have to be eliminated before 
the account of the branch are incorporated in those of the head office. This will 
be done by creating a reserve. It may also be necessary to adjust the value of 
closing stock on account of the physical losses of stock due either to pilferage or 
wastages which may have occurred during the year. The last mentioned adjust¬ 
ment is made by debiting the cost of the goods to Goods Lost Account and the 
amount of loading (included in the lost goods) to the Branch Adjustment 
Account. The three different methods that are usually adopted for maintaining 
adjustment accounts on this basis are described below : 

Stock aad Debtm Method : For the purpose, it would be necessary to 
maintain accounts mentioned below at the head office : 


(1) Branch Stock Account. 

(2) Goods sent to Branches Account. 

(3) Branch Adjustment Account. 

Entries in the accounts are made in the following manner : 


Transaction 
(a) Sale price of the 
goods sent from 
H.O. to the Branch 


(b) Return of goods 
by the Branch to 
H.O. 


Accounts debited 
Branch Stock A/c 
(at selling price) 


(i) Goods sent to 
Branches A/c 
(with cost of goods 
returned). 


Accounts credited 

(i) Goods sent to Branches 
A/c, with cost of the 
goods tent. 

(ii) Branch Adjustment A/c 
(with the loading i.e. 
difference between the 
telling and cost price). 
Branches Stock Ac> 
count. 
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(^i) BrukCh Adjiutineat 
A/c (witb the \oad* 
tag) 

00 Out sales at the Caih/Bank A/c Braadi Stock A/e 

Branch 

(d) Credit Sales at the Branch Debtors A/c Branch Stock A/c 
Branch 

(e) Goods letaroed to Branch Stock A/c 
Branch by 
customers 

(f) Goods lost in (0 Goods Lost in Tran- 

transit or stolen sll A/c or Goods 

Stolen A/c (with 
cost of tto goods) 

(ii) Branch AdJ. A/c. 

(with the loading) 

Chsing Stock t The baJanoe in the Branch Stock Account al the close of 
the year, normally should be equal to value of the unsold stock at the branch 
valued at sale price. But quite often the value of stock actually held at the 
branch is either more or less than the balance of the Branch Stock Account. 
In that event it will be necessary that the balance in the Branch Stock Account 
is increased or reduced by debit or credit to Goods Lost Account (at cost price 
of goods) and Branch Adjustment Account (with the loading). The Stock 
Account, at selling price, thus reveals loss of stock (or surplus) and serves as a 
check on the branch in this respect (See Notes below.) 

Elimination of unrealised profit in the closing stock i After the balance in 
the Branch Stock Account has been adjusted so as equal the value of the stock 
held by the Branch at the close of the year. It would be the value of the unsold 
stock at sale price; this would be higher than its cost since it would include an 
element of Profit, anticipated on its sale. In order that the accounts of the 
concern as a whole may show the amount of profits actually earned, it would be 
necessary to eliminate the element of profit from the value of the stock. This 
is done by creating a reserve against unrealised profit, by debiting the Branch 
Adjustment Account and crediting Stock Reserve Account with an amount equal 
to the difference in the cost and selling price of unsold stock. Sometimes instead 
of opening a separate account in respect of the reserve, the amount of the 
difference is crated to Branch Stock Acoount. In that case, the credit balance of 
such a reserve is also carried forward, separately, along with the debit balance 
in the Branch Stock Account; the difference between the two would be value of 
stock at cost. 

In either cate, the credit balance will be deducted out of the value of closing 
stock for the purpose of disclosure in the balance sheet, so that the stock is 
shown at cost. 


firaoeh Debtors A/c 
(at selBnf price) 

Branch Stock A/c 
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Jl 0 in / (•) Th6 dUcrepancy in the amoiiiit of balance in the Branch Slodc 
Aceonnt and the value of atock actually in hand, valued at sale 
price, may be the reanlt of one or more of the undermentioned 
fkctorai 

CO An error in percentage of loading. 

(ii) Qoodi having been sold either below or above the established 
selling price. 

(iii) A commission to adjust returns or allowances. 

Ov) Physical loss of stock due natural causes or pilferage. 

(v) Errors in stock-taking. 

(a) If for example, the balance brought down in the Branch Stock 
Account is Rs. 100 in excess of the value of stock actually held by 
the branch when the goods were invoiced by the head office to the 
branch at 25% above cost and the discrepancy is either due to 
pilferage or loss by fire, the actual loss to the firm would be Rs. 80, 
since 20% of the invoice price would represent the element of 
profit. The adjusting entry in such a case would be : 

Rs. Rs. 

Goods Lost A/c Dr. 80 

Branch Adjustment A/c Dr. 20 

To Branch Stock A/c 100 

If, on the other hand, a part of the sale proceeds has been mis¬ 
appropriated, the Branch Stock Account will be credited by detail¬ 
ing the full amount so lost to Loss by Theft Account. 

Rebates and allowances allowed to customers are aiynsted by 
debting the amounts of such allowances to Branch Adjustment 
Account and crediting Branch Stock Account. But, if the gross 
amount of sale has been debited to Branch Debtors Account, this 
account would be credited instead of Branch Stock Account, since 
the last mentioned account would have already received credit for 
the full value. 

(c) To the Goods sent to Branch Account, the cost of goods sent out 
to a branch for sale is credited by debiting Branch Stock Account 
Conversely, the cost of goods returned by the branch is debited to 
this account As such the balance in the account at the end of the 
year will be the cost of goods sent to the branch. It will be, there¬ 
fore, transferred either to the Trading Account or to Purchases 
Account of the head office. 

(d) To the Branch Adjustment Account the amount of profit anticipa¬ 
ted on sale of goods sent to the branch is credited and, conversely, 
the amount of profit not realised in respect of goods returned by 
the branch to head office or that in respect of stock remaining 
unsold with the branch at the close of the year is debited. The 
balance in this account, at the end of year, thus will consist of the 
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Note : Tbe entries in the invoice colamn are only memoranda entrhi. It 
shonld be noted that thongh the dosing stock at invoice price is short 
by Rs. 400 dne to loss of stock in transit, the amount of gross profit 
has been rednced only by Rs. 300, considering Rs, 100 an amount of 
loading 
lUnatnitltM: 

Fairways Limited is a retail organisation with several departments. Goods 
supplied to each department are debited to a memorandum departmental stock 
account at cost, plus a fixed percentage (mark-up) to give the normal selling 
price. The mark-up is credited to a memorandum departmental “mark-up 
account". Any reduction in selling prices (mark-down) will require adjustment 
in tbe stock account and in the mark-up account. Tbe mark-up for Department 
A for the past three years has been 40%. 

Figures relevant to Department A for the year ended 30th June, 1983 were 
as follows : 

Rs. 

Stock Ist July, 1982, at cost 80,000 

Purchases, at cost 1,80,000 

Sales 3,20,000 

It is farther ascertained that: 

(1) Goods purchased in the period were marked down by Rs. 1,400 from a 
cost of Rs. 16,000. Marked-down stock costing Rs. 4,000 remained 
unsold on 30tb June, 1983. 

(2) Stock shortages at the year end, which had cost Rs. 1,200, were to be 
written off. 

(3) Stock at 1st July, 1982 including goods costing Rs. 8,200 had been sold 
during the year and had been mark-down in the selling price by Rs. 740. 
The remaining opening stock bad been sold daring the year. 

(4) The departmental closing stock is to be valued at cost subject to adjust¬ 
ments for mark-up and mark-down. 

You are required to prepare : 

(i) A Departmental Trading Account for A Department for the year ended 
June, 1983 in Head OflBce books; 

(ii) A Memorandum Stock Account for the Department for the year; 

(iii) A Memorandum Mark-up Account for the year. 

Seintlea: - 

(i) Trading Aoeouat (DepwtMut A) far tbe year 

ending 30^ June^ 1983 


To Opening Stock 

Rs. 

80,000 

By Sales 

Rs. 

3,20,000 

„ Purchases 

1,80,000 

,, Shortage 

1,200 

„ Gross Profit c/d 

90,150 

„ Closing stock 

28,950 

(Working note iii) 

3,50,150 

(Working note ii) 

3,50,150 
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GO ( M iMi M i— Stack A cec— t far tha Dcfartaaat) 

19t2 
July 1 

Ri. Rs. 


To Balance b/d 

Coal S0,000 

Mark np 32.000 


1 , 12,000 

Leu I Mark down 740 

-1,11,260 

To Pnrchaaes 

Cost 1,80,000 

Mark up 72,000 

- 2,52,000 


3,63,260 


By Stock shortage A/c 

Profit St Loss A/c 1,200 
Mark np A/c 480 

-1,680 

„ Mark up A/c 1,400 

„ Debtors A/c 
(Sales) 

Ex. Opening Stock 1,11,260 
Current 

Purchase 2,08,740 


3,20,000 

1983 June 31 Balance c/d 40,180 


3,63,260 


(iii) 

1982-83 

To Memo. Stock A/c 
re-shortage 480 

„ Mark down 1400 

- 1,880 

„ Gross Profit transferred to 
Profit St Loss A/c 90,150 

1983 Jan. 30 Balance c/d 11,230 

1,03,260 


1982 

Rs. 

July 1 


By Balance b/d 


(32,000—740) 

31,260 

,, Stock A/c 

72,000 


1,03,260 


(Mausoraudua Mark up Aceauts) 

Rs. 


Working Notes: 

(1) Closing Stock on FIFO basis 

Current purchases including mark up 
Sales Ex-current purchases 

Add markdown in sales 3/4 of 1,400 


Less Markdown l/4!of 1400 


Rs. 


2.52,000 

2,08,740 

1,050 2,09,790 


42,210 

350 


41,860 

1,680 


40,180 


Less shortage 

Stock on 30th June, 1983 




2t 


(2) 

Cost of Sales and Standard Oroas Profit 



Sales as per books 

3,20,000 


Add markdown in opening stock 

740 


„ „ „ Sales Ei«carrent purchases 

1,030 


Value of sales if there was no markdown 

3,21,790 


Gross Profit 40/140 of 3,21,790 

91,940 


Cost of sales 

2,29,850 

(3) 

Closing Stock 

80,000 


Opening Stock 

1,80,000 


Add purchases 

2,60,000 


Leas cost of sales 

2,29,850 



30,150 


Less shortage 

1,200 



28,950 

(4) 

Gross Profit 



Standard Gross Profit on Sales 

91,940 


Less Markdown (740+ 1,030) 

1,790 



90,150 

(5) 

Sales Ex'Current purchases 



Total Sales 

3,20.000 


Sales Bx-Opening Stock 

1,11,260 



2,08,740 


Go«Ai imiMd at w h o l awla price t» retail braaefeai : When retail branches 
(shops) are started by manofactarers, the profit properly attributable to such ■ 
shops is the diflerence between the sale proceeds of ^mds at the shops and the t * 
wholesale price of the goods sold. For the purpose, it is assumed that the mann- 
factnrer would always be able to sell the goods on wholesale terms and thereby 
realise profit equal to the difference between the wholesale price and the cost 
Money concerns, therefore, invoice, good to such shops at wholesale price and 
determine profit or loss on sale of goods on this basis. Accordingly, Branch 
Stock Account or the Trading Account is debited with. 

(a) the value of opening stock at the Branch: and 

(b) price of goods seat during the year 


at wholesale price 



It to credited bjr: 

(a) uIm effected at the shop; and 

(b) doting stock of goods valued at wholesale price. 

The valne of goods lost doe to accident, theft, etc. also is credited to the 
Branch Stock Account or Trading Account calculated at the wholesale price. 
At this stage, the Branch Stock or Trading Account will reveal the amount of 
gross profit (or lota). It is transferred to the Branch Profit and Lost Account. 
On further being debited with the expenses incurred at the shop (iucluding any 
allowance that may have been made in favour of a customer after sales beiug 
recorded) and the wholesale price of goods lost, the Branch Profit and Loss 
Account will disdoae the net profit (or lost) at the shop. 

Since the dosing stock at the branch has to be valued at wholesale price, it 
would be necessary to create a stock reserve equal to the difference between its 
wholesale price and its cost (to the head office) by dedting the amount in the 
H*a4 Qffle* Prefit and Lou Account. This Stock Reserve it carried down to the 
next year and then transferred to the credit of the (Head Office) Profit and Loss 
Account 

UhwtratlM : New Textiles Limited operate a number of retail shops to 
which goods are invoiced at wholesale price which is cost plus 20%. Shops tell 
the goods at the list price which it wholesale price plus 10%. From the foUow* 
ing particulars uoertain the profit or lost for 1978 at Shop No. 143: 



Rs. 

Stock at shop on January 1,1978 

15,000 

Goods invoiced to shop during 1978 

1,40,000 

Sale at the shop during the year 

1,54,770 

Goods destroyed by aeddent (retail valne) 

660 

Expenses at the shop 

7,200 


Satetkm: 

SHOP NO. 143 
Brauch Stock Aceouut 


Dr. 



Or. 

1978 

Rs. 

1978 

Rs. 

Jan. 1 To Balance b/d 

15,000 

By Sales 

1,54,770 

„ Goods tent to 


„ Goods Lost A/c (1) 

600 

Branch Account 

1,40,000 

„ Balance c/d— 


„ Gross Profit c/d 

14,070 

Stock (2) 

13,700 


1,69,070 


1,69,070 




r. • ft 

30 



1979 

Jan. 1 To Balance b/d 

13,700 



Brnnefe PnAt * ham Aeeaut 


1978 

Rs. 

1978 

Rs. 

To Expense* 

7,200 

By Gross Profit b/d 

14,070 

„ Goods Lost A/c 
„ Profit—transferred to 

600 



(H.O.) P * L A/c 

6470 




14,070 


14,070 

Goods 

aent to Branch Aeeout 


1978 

Rs. 

1978 

Rs. 

Dec. 31 To Trading A/c 

1.40.000 

By Branch Stock 


(transfer) 


A/c 

1,40,000 

(Hoad Office) Profit ft Loaa Accoont 


To Stock Reserve A/c 
(closing stock) 

2,283 

By Branch Profit ft 




Loss A/c 

6,270 



„ Stock Reserve A/c 
„ (Opening Stock) (3) 

2,500 

Stock Roaarvo Accoont 


1978 


1978 


Dec. 31 To (H.O.) Profit ft 


Jan. 1 By Balance b/d (3) 

2,300 

Loss A/c. transfer 

2,300 

Dec. 1 By H.O. Profit ft Lots 

,, Balance c/d 

2,283 

A/c—Stock Reserve 



required 

2,283 


4,783 


4,783 



1979 




Jan. 1 By Balance b/d 

2,283 , 

Note : (1) The wholesale price is 10/11 of retail price : hence the wholesale ^ 

price of goods lost by accident is Rs. 600, i.e., 600 X 


(2) The closing stock has been ascertained as under : 





Rs. 

Opening Stock 



15,000 

Goods sent to the Branch 



1,40,000 




1,35,000 
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10 

Ltu t Wholeiale price of goodi aold 1,54,770 x—1,40,700 

11 

Wholeule price of goods lost 600 1,41,300 

Wholesale price of Stock on 31sl December 197S 13,700 

(3) Since the Opening Stock is at wholesale price, a stock reserve equal to 
20/120 of it would have been credited last year and brought down this year. 

IHastiatloa 

Prom the following information, prepare a Memorandum Trading and 
Profit and Lou account of Branches and also show the Branches, account u it 
would appear in the Head Office books at the end of the year. 


Dr. Cr. 

Brauc h ee, Cash Aeeaaat 


1977— 


Rs. 

1977— 

Rs. 

Jan. 1 

To Balance 

7,500 

Dec. 31 By Petty Cash 

3,000 

Dec. 31 

„ Receipts from 


„ Bank 

62,000 


Debtors 

37,500 

„ Balance 

5,000 


Cash Sales 






70,000 


70,000 



Biaachcs’ Dehton Aceoant 


1977— 


Rs. 

1977— 

Rs. 

Jan. 1 

To Balance 

3,000 

Dec. 31 By Cash 

37,500 

Dec. 31 

„ Sales 

45,000 

.. Discounts allowed 

1,000 




„ Bad Debts 

1,500 




„ Balance 

8,000 


48,000 48,000 



1977— Rs. 

Branches' Aecanat 

Rs. 1977— 

Rs. 


Jan. 1 To Balance b/d. 

Jan. 1 By Balance b/d 


„ C«h 7,500 

„ Bxperues outstanding 

<1,000 

/ 

„ Debtors 3,000 

Dec. 31 „ Bank 

62,000 


„ Furniture 7,500 

„ Balance 

20,500 


„ Stock 10,000 28,000 

Dec. 31 „ Goods transferred 45,000 
„ Furniture purchased 2.500 
„ Sundry Expenses 8,000 


83,500 


83,500 
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Clofiif itock at branches was Rs. 4,000 and eipea«es ontstanding were 
Rs. 900. DepredatiM at 10% of the bMk value has to be provided on 
farnitnre. 


Measorandna Trading and Profit and Lorn 
Aeconat of the Branches for the year 
ended Slot December, 1977 

Dr. 


To Opening Stock 
„ Goods transferred Head 
Office 

„ Gross Profit c/d 


To Expenses Rs. 

Petty cash 3,000 

Others 8,000 

Ontstanding at end 900 

11,900 

Less outstanding in 

the beginning 1,000 


Rs. 

10,000 

By Sales : 

Rs. 


.. Cash 

25,000 

45,000 

„ Credit 

45,000 

19,000 

,. Closing stock 


74,000 




By Gross Profit b/d 


10,000 


„ Discounts 1,000 

„ Bad Debts 1,500 

„ Depreciation on furniture 1,000 

„ Net Profit transferred to 

Head Office 4,600 

19,000 


Cr. 

Rs. 

70,000 

4,000 

74,000 

19,000 


19,000 


Brancbea Accoaat 


Dr. 



1977 


Rs. 

Dec. 31 

To Balance b/d 

20,500 


„ Net Profit 

4,600 


„ Balance c/d 

900 


(outstanding expenses) 

26,000 

1979 

Jan. 1 To Balance b/d 26,000 


Cr. 


By Balanced c/d 

Rs. 


Cash 

5,000 

W' 

Debtors 

8,000 


Furniture 

9,000 


Stock 

4,000 

26,000 

26,000 

Jan. 1 By Balance b/d (expen- 



ses ontstanding) 900 
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Wh«« Ihs bnach ■■hfli wpl e t i rtesfi af Iti trusactloM 

When a brandi maiataioi a complete ncord of its transactions, there will 
be (i) branch account in the Head Office books; and (ii) a Head Office Account in 
the branch books. H.O. A/e records amounts advanced to the branch and, 
therafora will normally be in credit. 


Transactions that normally arise between a head office and a branch are 


given below as also the manner in which these are put through the books of 

account. 



Name of traiuactions 

Accowiting entries in branch books 

(1) Remittance of funds by the head office 

Cash or Bank 

Dr. 

to the branch 

When an amount is remitted by the 
branch to the head office, a converse 
entry to the above will be made 

To Head Office 


(2) Despatch of goods by the head office 

Goods from H.O. A/c 

Dr. 

to t^ branch. 

To Head Office 


When a part of the goods is returned. 

(3) Purchase of assets whose accounts are 
kept in the H.O. books: 

Head Office 

To Goods from H.O.A/c 


(ii) by H.O. 

No. entry 


(ii) by branch 

H.O. A/c 

To Cash 

Dr. 

Depreciation in case of such assets 

Depreciation A/c 

To H.O. A/c 

Dr. 

(4) Expenses charged to the Branch 

H.O. Expenses A/c 

To H O. A/c 

Dr. 

(3) Transfer of the amount of profit 

Profit ft Loss A/c 

Dr. 

earned by the branch at the close of 
the year. 

To Head Office 




Converse entries to those shown above will be passed in the Head Office 
books and the Branch Account will be debited in the case where Head Office 
Account has been credited in the branch books and Wee versa. [In case of 30). 
the entry will be to debit Branch Assets A/c and credited Cash]. 


The final result of these adjustments will be that so far as the Head Office is 
concerned, the branch will be looked upon either as a debtor or creditor, a 
debtor if the amount of its assets is in excess of its liabilities and a creditor if 
the position is reverse. A debit balance in the Branch Account should always 
be equal to the net assets at the branch. The important thing to remember, 
when indipendent sets of accounts are maintained, is that the branch and head 
office books are connected with each other only through the medium of the 
Branch and the Head Office Accounts of their components which are converse 
of each other. Therefore, whatever adjustments have to be made must be 
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puwd oo]y throQfh then; also that wliea acoomts of the braoofa aad head 
oflke are consolidated, both the Brandi and Head OBce Aoeoants will be 
eliminated. 

AdNdnent and reeencai a tlen of Branch asd Head Odka Aoeonata i If the 

branch and the head office accounts, converse of each other, do not tally, these 
most be reconciled before the preparation of the final accounts of the concern 
as a whole. 

A little consideration will show causes which usually give rise to disagree¬ 
ment between the balances of the Branch Account in the head office books and 
that of the Head Office Account in the branch books. These would be (1) cash 
in transit; (2) goods in transit; (3) receipt of amount due the branch by the head 
office or payment of an eipense by the head office on acconnt of the branch in 
respect of which advice has not been sent or a4)ntted; and (4) a bill drawn by the 
branch on the head office which has not been met or adjusted, etc. 

The balance of the Branch Account in the head office books will be larger 
than the balance of Head Oflke Account in the branch books (assuming that the 
first mentioned account is in debit and the latter the credit, as generally is the 
case) if any case or goods that has or have been sent either by the head office 
to the branch or vice versa is or are in transit In such a case, to reconcile the 
halance, the amount of cash or goods in transit should be eaclnded by passing 
an entry in the following manner : 

Head Office Booke Branch Baokt 

Cash or Goods is in Transit A/c Dr. Cash or Goods in Transit A/c Dr. 

To Branch Acconnt To Head Office Acconnt 

Notet This entry should be passed only at one of the places, either the H,0. or 


the Branch. 

Consider the following figures : 



Head 

Office Book 

Branch Booke. 


Dr. 

Cr. 

Dr. 

Cr. 


Rs. 

Rs. 

Rs. 

Rs. 

Goods sent to/Received by Branch 
Current Account—Branch/H.O. 

50,000 

75,000 

70,000 

41,000 


These figures would show that there is a difference of Rs. 9,000 between the 
branch and the head office accounts; also though the head office had sent goods 
worth Rs. 75,000 to the Branch, the branch bad only received goods worth 
Rs. 70,000. Thus the value of goods in transit is Rs. 5,000. The balance of the 
difEerence, i.e., Rs. 4000, in the circumstances, could be assumed as that on 
account of cash in transit. On these assumptions, the entries shown below 
should be recorded to eliminate the difference. In the head office books the 
entry will be: 

Rs. Rs. 

Goods in Tranit Acconnt Dr. 5,000 

Cash in Transit Acconnt Dr. 4,000 

To Branch Account 


9,000 



AUarmatMjf, tht tmtry may ba neorOad fii bnatek affea books, tkas / 

Oooda ia Truuit Aocoont Dr. 5^4)00 

Cuh in Tranait Acooont Dr. 4,000 

To Head Oflioe Acoonat 9,000 

Otkar polau to ba noted / 

(1) Inter^branch tranaactiona are nanally a^jnsted aa if they were entered 
into only with the head olBoe. It it a very convenient method of treating aoch 
trantaction eapedally where the nomter of branchea it large. Sappoae, 
Calcutta Branch incnrt an expenditure on advertitement of Rt. 1,000 on acoounl 
of Delhi Branch, the entriet that would be made in tuch a cate would be aa 
followt— 




Dr. 

Rs. 

Cr. 

Rs. 

In Calcutta Books : Head Office Account 

To Cash 

Dr. 

1,000 

1,000 

In Delhi Books : Advertisement A/c 

To Head Office Account 

Dr. 

1,000 

1,000 

In H.O. Books : Delhi Branch A/c 

To Calcutta Brandi Account 

Dr. 

1,000 

1,000 


(2) Often the accounts of fixed astett of a branch are kept in the head 
olBce books, in such a cate, at the end of the year, the amount of depreciation 
on the assets is debited to the branch concerned by recording the following 
entry:— 

Branch Account Dr. 

To Branch Asset Aocoont 
The branch will pass the following entry: 

Depredation Account Dr. 

To Head OflSce A/c 

(3) Usually the head ofiBoe has to devote considerable time in attending to 
the a^rs of the branch; on that account, it may decide to raise a charge 
against the branch in respect of the cost of such time. In such a case the 
amount is debited to the branch as “Head Office Expenses’* and ia credited to 
appropriate revenue head such as Salaries Account, General Charges Account, 
^tertainment Account, etc. The branch credits the H.O. Account and debits 
H.O. Expenses Account. 

Students may refer to the illustration 116 at page 427 of the text book by 
Shokla & Orewal. 

IneorporatlM of branch balance in head office booki : The method that will 
be adopted for incorporating the trading result of the branch with that of the 
head office would depend on whether it is desired to prepare separate Profit & 
Loss Account and Balance Sheet of the branch and the head office or consoli¬ 
dated statement of account of both branch and head office. 

In the first-mentioned case, the amount profit or loss shown by the Profit 
ft Loss Account of the branch only will be transferred to Head QfiBce Account 



in the branch book and a converse entry will be passed in the Hetd OfBee book 
by debit to the Branch Account. This method has already been ilhutrated 
above. In such a case, not only the Profit ft Loss Acconnt of the branch and 
that of the head office would be prepared separetely iml also there would be 
separate Balance Sheet for the branch and the head oflke. The branch Balance 
Sheet would show the amount advanced by the head ofike to it, as capital. In 
the head office Balance Sheet, the same amount would be shown as an advance 
to the branch. 

If however, it is desired to prepare a consolidated Profit ft Loss Account 
and Balance Sheet individual balance of all the revenue accounts would be 
separately transferred to the Head Office Accounts by debit or credit in the 
branch books and the converse entries would be passed in the bead office books. 
The effect thereof will be similar to that of the amount of net profit or loss of 
the branch having been transferred since it would be composed of the balances 
that have been transferred. In case it also desired that consolidated balance 
sheet of the branch and the head office should be prepared, it will also be 
necessary to transfer the balance of assets and laibilities of the branch to the 
head office. The adjusting entries that would be passed in this respect are 
shown below : 

(a) Head Office Acconnt Dr. 

To (individual) Asset Account 

(b) (Individual) Laibility Accounts Dr. 

To Head Office Accounts. 

Converse entries are passed in the head office books. 

It will be obvious that after aforementioned entries have been passed, the 
Branch Account In the head office books and Head Office Account in the branch 
books will be closed and it will be necessary to restart them at the beginning of 
the next year. 

In consequence, at the beginning of the following year the under-mentioned 
entry is recorded by the branch ; 

Asset Account (in detail) Dr 

To Liability Accounts (in detail) 

To Head Office Account (the difference between total 
assets and total liabilities) 

IBustration : Messrs Ramchand ft Co., Hyderabad have a branch in Delhi, 
The Delhi Branch deals not only in the goods from Head Office but also buys 
tome auxiliary goods and deals in them. They, however, do not prepare any 
Profit ft Loss Account but close all accounts to the Head Office at the end of 
the year and open them afresh on the basis of advice from their Head Office. 
The fixed assets accounts are alto maintained at the Head Office. The goods 
from the Head Office are involved at selling prices to give a profit of 20 per 
cent on the sale price. The goods sent from the branch to the Head Office are 
at cost. From the following prepare the Branch Account. Branch Trading and 
Profit and Loss Acconnt and Branch Assets Account in the Head Office Books. 



JTrM B€ikmee cftht DdU Branch aa on 3J-J2-7S 


Debit 

Rs. 

Credit 

Rs. 

Head Office oaeniag balance 


Sales 

1,00,000 

1-1-78 

15,000 

Ooods to Head Office 

3,000 

Ooods from Head Office 

50,000 

Head Office Current A/c 

15,000 

Pnrdiaaes 

20,000 

Sundry Creditors 

3,000 

Opening Slock (H.O. goods 




at invoice prices) 

4,000 



Opening stock of other goods 

300 



Salaries 

7,000 



Rent 

3,000 



Office Expenditure 

2,000 



Cash on Hand 

500 



Cash at Bank 

4,000 



Sundry Debtors 

13,000 




1,21,000 


1,21,000 


The Branch balanoea as on 1st January, 1978, were as under : Furniture 
Rs. 5,00Ql Sundry Debtors Rs. 9,000; Cash Rs. 1,000. Creditors Rs. 30,000; 
Stock 09*0. goods at invoice price) Rs. 4,000; other goods Rs. SOO. The dosing 
stock at branch of the head office goods at invoice price is Rs. 3,000 and that of 
purchased goods at cost is Rs. 1,000. Depreciation is to be provided at 10 per 
cent on branch assets. 


Selutloa: 

Books of M/s. Bofhaud ft Co. 
Delhi Branch Aecouat 


Dr. 

1978 

Rs. 

1978 

Cr. 

Rs. 

To Ooods Sent to Branch A/c 

30,000 

Jan. 

1 By Balance b/d 

15,000 

„ Depreciation on Furniture 

500 

„ Stock Reserve A/c 

,. Branch Trading and profit 
ft Loss A/c (Net profit) 

30,200 

(Opening Balance) 

„ Ooods Sent to Branch 


Dec. „ Stock reserve Account, 


A/c (Loading) 

10,000 

31 reserve required 

600 

„ Cash (see Cash A/c) 

3L000 


Ooods from Branch A/c 3,000 
Dec. „ Balance c/d 

31 

Stock 4,000 

Debtors 13,000 

Cash ft Bank 4,500 

23 300 

Less: Creditor 3,000 20,300 



2Q.900 


1979 Jaa. 1. 

To Balaooe b/d 


(HoMnaiMi) Braach Trallii Ml Plait ft Lm Atcmat 


Dr. 

far the ywr ania 



Rs. 

To O^ing Stodc: 

Head OfBoe Goods 3 JKW 


Others 

500 

3.700 

.. Goods (to Branch) 


40.000 

M Porchascs 


20.000 

.. Gross profit c/d 


42.700 



1.06.400 


3iMt Dw^ 197S dr. 

lU. 

By S«lM 1.00.000 

.. Goods from Braoch 3.000 

M Closing Stock: 

Head olBoe goods 2.400 
Others 1.000 3.400 


1.06.400 


To Salaries 

7,000 

By Gross Profit b/d 

42,700 

., Rent 

3,000 



,. Office Expenses 

2,000 



Deprec. on Fnrnitnre m 10% 500 



Net Profit 

30,200 




42.700 


42,700 

Branch 

(n*«i) 

Asaats AccoMt 


1978 

Rs. 

1978 

Rs. 

Jan. 1 To Balance b/d 

5.000 

Dec. 31 by Delhi Branch A/c 




Depreciation 

500 



„ Balance c/d 

4,500 


5,000 


5,000 

1974 




Jan. 1 To Balance b/d 

4,500 



Cash Bank Aeeomrt (Branch Books) 


Rs. 

Rs. 


Rs. 

To Balance b/d 

1,000 

By Salaries 

7,000 

„ Sales Proceeds 

94,500 

„ Rent 

3,000 

Sales 1,00,000 


„ Office Expenses 

2,000 

Opening balance 


„ Creditors* 

47,000 

of Drs. 9,500 


,, Head Office 




(Balancing figure) 

32.000 

1,09,500 


., Cash Balance 

500 



„ Bank Balance 

4,000 

Less: 




Closing balance 15,000 




Cash Received 94,500 





9S.S00 95.300 


*Op«niiia baUaoe plug pnrohuM Isn cloaias baUnee. 
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ntatnllM t A trader commenced bndneu on lit January 1973 at a head 
ofloe and one branch. Parchaiea were nwde eadnalYely by the head office where 
the fooda were proceued before tale. There wai no loii or waitafe. 

Only prooened goods received from head office were handled by the branch, 
and these were charged to the branch at processed cost pins 10 per cent 

All sales, whether by bead office or the branch, were at uniform gross profit 
of 25 per cent on the cost 

The following Trial Balance as on 31st December 1973 were extracted from 
the books : 

Head Office Branch 



Dr. 

Cr. 

Dr. 

Cr. 


Rs. 

Rs. 

Rs. 

Rs. 

Capital 

Drawings 

23,000 

2,20,000 



Purchases 

19,93,330 




Cost of processing 

Sales 

Goods sent to Branch/ 

34,630 

14,20,000 


6,40,000 

Received by Branch 


6,51,200 

6,40,200 


Selling and General Expenses 2,24,000 


27.000 


Debtors/Creditors 
Branch/Head Office Current 

2,30,000 

3,83.330 

92,000 

2.400 

Accounts 

2,03,330 



1,30,800 

Balances at Bank 

1,62,000 


34,000 


Total 

28,74,530 

28.74,330 

7,93,200 

7,93,200 


The following information is relevant: 

(i) Goods charged by head office to branch in December, 1975, at 
Rs. 11,000, were not received by the branch until Jannary, 1976. A 
I remittance of Rs. 43,730 from the branch to head office, in December, 

1973, was not received at head oflBce nntil Jannary, 1976. The neces¬ 
sary adjustments, in respect of these items are to made in head office 
books. 

(U) Stock-taking at Branch disclosed shortage of Rs. 3,000 (at selling 
price). 

(iii) Cost of unprocessed goods at head office as on 31st December, 1973 
was Rs. 1,18,000. 

Yon are required to prepare, in columnar form. Profit and Lou Account 
nnd Balance Sheet of the head office, branch and the bnsineu u a whole. 
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WMfcl*i N«tM t 

H«ad tsfic Stock t 


Rs. 

PnrcliBN* 

Leu : Stock of nn^prooMud goods 


19,93.350 

u on 31.12.197S 


l.<0.000 

18,13,330 

34,630 

Add: Proceuing charges 

Leu : Cost of goods unt to Branch 


18,48,000 

6.31^-0/11x6.31.200) 

Less : Cost of goods sold by H.O. 


3,92,000 

12.36,000 

14.20.000-0/3 X 14.20.000) 


1136.000 

Stock u on 31.12.1973 at Head Office 

Btnach Stock: 


130,000 

Received from the H.O. 


6.40300 

Less : 1/11th of Rs. 6.40.200 

Lus : Cost of tales 


58,200 

3,82,000 

6.40.000—0/5 X 6,40.000) 

Leu : Cost of shortages 


5,12,000 

70,000 

3,000-0/5x5,000) 


4,000 

Stock, at Branch, at cost to Head Office 


66,000 

Add 1/lOth for profit 


6,600 

Stock, at Branch, at cost to Branch 

Branch Current Account (Dr.) 


72,600 

Balance u per Trial Balance 


2.03,330 

Leu : Ooo^ in transit 

11,000 


Remittance in transit 

Add : Net Profit of the Branch for the year 

43,730 

54,750 

1,30,800 

u per Branch’s Profit and Lon A/c 


43,400 

1,96,200 



. liiMMtlM li tr ww fc kMkt t If it is ooniidered defirable that 

profltabilitjr of the branch ihonld be kept aecret from the branch stall; the head 
oflioe would ludd back some key information from the branch, e.g. amount of 
opening stodc, cost of goods sent to the branch, etc. The head office, in sneh 
a case would maintain a record of goods sent to the branch by passing the 
entry: 

Goods Supplied to the Branch Account Dr. 

To Purchases Account 

The value of the closing stock will also be adjusted only in head office books. 

In such a case, for closing its books at the end of the year, the branch will 
simply transfer various revenue accounts to the head office without drawing up a 
Trading and Profit ft Loss Account. 

On that basis, supplemented by the record of transactions maintained at the 
bead office, it will k possible to construct the Trading and Profit ft Lou 
Account of the branch. 

Dluatration : X Ltd. of Calcutta has a branch at Delhi to which the goods 
sold are supplied from Calcutta but the cost thereof is not recorded in the 
Head Office bMks. On 31st March, 1978 the branch balance sheet was as 
follows : 


UabUitles 

Rs. 

Asutt 

Rs. 

Creditors* Balance 

40,000 

Debtors Balance 

2,00,000 

Head Office 

1,68,000 

Building Extension 

Account—cloud by 
transfer to HO. A/c 

Cuh at Bank 


8,000 

Total 

2,08,000 


2,08,000 

During the sii month ending on 30>9-78, the following transactions took 

place at Delhi. 

Rs. 


Rs. 

Sales 

2,40,000 

Manager’s Salary 

4,800 

Purchases 

48,000 

Collections from Debtors 

1,60,000 

Wagu paid 

20,000 

Discounts allowed 

8,000 

Salaries (inclusive of 


Discounts earned 

1,200 

advance of Rs. 2,000) 

6,400 

Cash paid to creditors 

60,000 

General Expenses 

1,600 

Building Account 


Fire Insurance 


(further payment) 

4,000 

(paid for one year) 

3,200 

Cash in hand 

1,600 

Remittance to Head Office 

38,400 

Cash at Bank 

28,000 

Set out the Head OfficefAccount in 

Delhi books and the Branch 

Balance 

Sheet as on 30>9>78;on the same lines as 

on 31>3'78. Also give journal entries in 


the Delhi books. 
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g tfc Hh i: JMml 

197S 

Sept. 30 Salary Advance A/c 
To Salaries Aeconnt 
(The amoont paid as advance 
adjosted by debit to Salary Advance Account) 
Prepaid Itunrance A/c 
To Fire Insurance A/c 
(Six months premium traiuferred 
to the Prepaid Insurance (A/c) 

Head Office Account 


To Purchases Account 
To Wages A/c 
To Salaries A/c 
To Oeoeral Expenses A/c 
To Fire Insurance A/c 
To Manager's Salary A/c 
To Discount Allowed A/c 
(Traiufer of various revenue accounts 
(Dr.) to the Head Office Account for 
dosing the accounts) 


Or. Cr. 

Rs. Sa. 

Dr. 2.000 

2,000 


Dr. 1,600 

1,600 


Dr. 88,400 

48,000 

20,000 

4,400 

1.600 

1,600 

4.800 

8,000 


Sales Accounts 

Dr. 

2.40.000 


Discount Earned A/c 

Dr. 

1,200 

2,41,200 

To Head Office Account 




(Revenue accounts credit) transferred to H.O. 



Head Office Account 

Dr. 

4,000 


To Building Account 



4,000 

(Transfer of amounts spent on building 
extension to H.O. A/c according to 
previous practice) 





Hand Office Aceoat 


Dr. 

1978 

Rs. 

1978 

Rs. 

Sept. 30 

To Cash-remittance 

38,400 

April 1 By Balance b/d 

1,68,000 

To Sundries (revenue 


Sept. 30 By Sundries 

2,41,200 

accounts) 

To Building A/c 

To Balance c/d 

88,400 

4,000 

2,78,400 

(revenue accounts) 



4,09,200 


4^09,200 



BalMM ShMt af D«Bd mMh u M S«VL 31^ 197B 

LUlMMea R«. AtMetM Rs. 

Cnditora Balance* 26,300 Deblon Balancea* 2,72,000 

Head Office Acconnt 2,78,400 Salary Advance 2,000 

Prepaid Inanrance 1,600 

Bnilding Extension A/c 

transferred to Head Office — 

Cash in Hand 1,600 

Cash at Bank 28,000 


3,05,200 3,05,200 


*The8e are the balances in the Total Debtors Acconnt and Total Creditors 
Account; students should work these out. 

ninstr a t toa : 

The following Trial Balances as at 31st December, 1983 have been extracted 
from the books of Major Ltd. and its branch at a stage where the only adjust¬ 
ments requiring to be made prior to the preparation of a Balance Sheet for the 
undertaking as a whole are of an internal character : 



Head Office 

Branch 


Rs. 

Rs. 

Rs. Rs. 

Share Capital 


1,50,000 


Sundry fixed Assets 

75,125 


18,901 

Sundry Current Assets 

1,21,809 


23,715 (Note 3) 

Sundry Current Lialulities 


34,567 

9,721 

Stock Reserve, 1st January, 




1983 (Note 2) 


693 


Revenue Account 


43,210 

10,250 

Branch Account 

31,536 



Head Office Account 



22,645 


2,28,470 

2,28,470 

42,616 42,616 


Note: 


(1) Goods transferred from Head Office to the Branch are invoiced at 
cost pins 10%, and both Revenue Accounts have beeniprepared on 
the bans of the prices charged. 

(2) Relating to the Head Office goods held by the Branch on 1st 
January, 1983. 

(3) Includes goods received from Head Office at invoice price Rs. 4,S6S. 



(4) Ooodc iavoioed by Head OOce to Braaeb at Rt. 3,641 wne ia 
tranait at 31st December, 19S3, as was also a reaiittaiiee of 
Rs. 3,300 from the Branch. 

(5) At 31st December, 1933, the following transactions wen reflected 
in the Head OlBce books biU unrecorded in the Branch books 

(a) the porchase price of a lorry, Rs. 2,300, which readied the 
Branch on December 23; 

(b) a sum received on December 30, 1983 form one of the Branch 
debtors, Rs. 730. Yon are required 

(i) to record the foregoing in the appropriate ledger accounts 
in both set of books; 

(ii) to prepare a Balance Sheet as at Slst December, 1983 for 
the undertaking at a whole. 

Sabstlon : 

H.O. Books 
Branch Aeeonnt 



Rs. 


Rs. 

1983 


1983 


Dec. 31. To Balance b/d 

31,536 

Dec. 31. By Cash in 




transit 

3,500 



By Balance 




c/d 

28,036 


31,536 


31,536 


Cash ia traaslt Acconat 



Rs. 


Rs. 

1983 


1983 


Dec. 31. To Branch A/c 

3,500 

Dec. 31. By Balance 




c/d 

3,500 


Stock 

Reserve 



Rs. 


Rs. 

1983 


1983 


Dec. 31. To Balance c/d* 

746 

Jan. 1. By Balance 




b/d 

693 


By Revenue A/c 

53 

746 


746 


• Stock So 
St. A6«l. 


hac been ealcalated a* 1/11 of Branch Stock Bs. 4.S63 phia soods in tnuit 




Ra. 


Rt. 

1983 


1983 


Dec. 31. To Stock Reserre 

S3 

Dec. 31. By Baluce b/d 

43,210 

To Baluce c/d 

43,157 




43,210 


43,210 


Branch 

Banka 



Head (Mka Aeeoaat 


1983 

Rt. 

1983 


Dec. 31. To Carrent Attete 

750 

Dec. 31 By Balance b/d 

22,645 

(Debtor) 


By Oooda in 


To Balance c/d 

28,036 

tranait 

3,641 



By Motor 




▼ehicle 

2,500 


28,786 28,786 


G«o8i ia truth AeeomI 


1983 

Ra. 

1983 

Ra. 

Dec. 31. To Head OflSce 

3,641 

Dec. 31. By Baluce c/d 

3,641 


Mater VAieia Acannat 


1983 

Dec. 31. To Head Office 

JU. 

2,500 

1983 

Dec. 31. ByfBaluce c/d 

Ra. 

2.500 

! 

Sandry Carreat Aaaati A/e 


1983 

Dec. 31. To Balance b/d 

23,715 

1983 

Dec. 31. By H.O. 

(Remittance 
by Debtor) 
BylBaluce c/d 

750 

22,965 


23,715 


23.713 



a 


(U) BalMMSkMtoril4wUi.«fM31itDM;«lM9 


UabilMes 

Rs. 

Aueti 

Rs. 

Shun Capital 


Fixed Ateett 


Itcned St Subscribed 


Sundry Fixed Assets 




(cost less Depreda- 


Rs...each fhlly 


tion) 

96,326 

paid 

KMMone d Surphu 

1,30.000 

Imeitmentt 


Revenue Reserve 

33,407 

(^irrent Assets 


Secured Loan 

— 

Loans d Advances 


Unteeured Loan 

Current Liabilitiet d 


Sundry Current 


Protlelont 


Assets 

1,31,169 

Sundry Current 
liabilities 

44,288 



2.47,695 


2,47,695 


Working Notes: 



Rs. 

(i) Fixed Assets : 

Head Office 


73,125 

Branch 


18,901 


Motor Tefaicle 


2.500 




96,326 

(ii) Current Assets : 

Head Office 


1,21,809 

Cash in transit 


3,500 


Branch (23,715-750) 

22,965 


Stock in transit 


3,641 




1,51,915 


Less Stock Rererve 

746 




1,31.169 

(iii) Revenue Account: 

Head Offioi (43,210-53) 

43,157 

Branch 


10,250 




53,407 

(iv) Current liabilities ; 

Head Office 


34,567 

Branch 


9,721 




44,288 


(v) While incorporating branch profit. Head ofSce will credit its profit St loss 
A/c by Debiting Branch. This will increase the branch balance. Similarly 
branch will transfer net profit St to Head Office Acconnt resulting in an 
increase in the balance of Head Office A/c by similar amount. 





lOBUGN BBANCHB 


PraMiv* fw r w mi liB af focriga InMh Iivm iw hMMporatlM ki to 

kcM cMbm kMks : Bveo whea the branchei are ritoated io a foreign oonntry 
the principles concerning branch accoandng wonld be the same. Foreign 
bra n ches arct generally) antonomona branches and maintain complete record of 
the business transacted by them in tbe enrrency of the country in which they 
are sitnatod. Therefore before figures in respect of trading at a foreign branch 
are incorporated in the Head Ofiloe books, these require to be converted into 
home currency. 

Tbe currency of tbe country where the branch is situated may be either 
stable or may be susceptiUe to moderate fluctuations. The conversion of the 
currency wonld, in each case, have to be made diflbrently. 

Convuratoa of balances In tbe ease uf a stable curraney or tbe ms wblab 
fluetnates widely. If eichange rates are stable, the figures contained in the trial 
balance of the branch wonld be converted at the fixed rate, except amounts 
remitted daring the year which would be converted at the rate at which remitta¬ 
nces were made by the branch. The balance in the Head Office Account in the 
brandi books, however, wonld be the same as that of the Branch Account in 
head office books, and one could be snbstitnted for the other. 

Even where balances in a foreign enrrency in the branch trial balance are 
converted at a fixed rate, there might be a small difference in the converted trial 
balance, on account of the fact that remittance had been converted at the rate 
at which they were made, whilst ail other items were converted at a fixed rale. 
The difference will represent either the profit or loss on exchange. This should 
be transferred to Difference in Exchange Account. 

The method is also suitable for converting branch balances in currencies 
which fluctuate widely. The difference is that in the last-mentioned case con¬ 
version is made at an assumed fixed rate. 

Moderataly fluctuating rata of azdaaga: If tbe rate of exchange between 
two countries fluctuates moderately, tbe different branch balances wonld be 
converted at the rates stated below 

(1) Fixed Aiutt i At the original rates at which they were purchased or at 
the actual rate ruling at tbe time when remittances for the acquisition of 
the assets were made. In respect of major addition to fixed assets dar¬ 
ing the year, the same principle will be adopted. Cost of minor addi¬ 
tions made throughout the period will be converted at the average rate. 

Depreciation on fixed assets will be converted at the same rates as those of 
the assets to which it relates. 

(2) fixed UabUMea (e.g.. Debentures or long term loans): At tbe rate 
ruling when these were undertaken. It will be desirable to build up 
in bead office books a reserve against losses arising due to fluctuations 
in exchanges if large amounts of home currency will be required for 



redemption of tndt liabiUtiee at a time when there hat been a perma* 
nent fall in the exchange valne of the home cnrren^. 

(3) Current Assett and UahUMet: At the ratei ruling on the date of the 
Balance Sheet 

(4) Revenue item or balance of Prqfit dk Lott Account: At the average rate 
for the period covered by the account The amount of depreciation, 
through a revenue item as stated above it converted at| the tame rates 
at those of the fixed assets to which it relates. The Provision for Bad 
Debts it converted at the same rate as the debtors. 

(5) Opening and elating stock : These being current assets will be conver¬ 
ted at the ruling on the respective dates. 

(6) Remittance during the year / At the actual rates at which these were 
made. 

(7) Goods sent to and received from branch / At the figure in the home 
currency as recorded in the Head Office books. 

(8) Balance in Head Office Account t At the figure in the home currency 
as appearing in the Branch Account in the head office books. 

The Branch Trial Balance, before incorporation in head office books, is 
drawn up on a sheet of paper having three more columns in addition to the 
nsnal two columns—one for rates of conversion and the remaining two columns 
for entering balances of the foreign branch after conversion into home currency. 
All the balances in the Branch Trial Balance are converted at the appropriate 
rates as mentioned above. 

It should be noted that the opening balance of Head Office Accout should 
be shown separately (as appearing in the previous account converted into home 
currency); Cost of goods to and from branch and other items relating to the 
Head Office account should be shown separately, if possible in the Trial Balance 
since the rates at which these would be converted would be different. 

After all the balances have been converted, the difference, if any, shown by 
the trial balance in the home currency would represent either the profit or loss 
on excharge. A new account is opened for the purpose and is debited or 
credited as a revenue account. If it is a loss, the amount thereof should be 
debitc j to the Exchange Reserve Account (if any) or the Profit',Jand Loss 
Ac«‘'Jnnt. 

The Branch Account in head office books usually has one additional column, 
both in respect of debit and credit sides wherein memoranda entries in the 
foreign currency will be entered. Entries in the foreign currency column of the 
Branch Account correspond with those in the Head Office Account in the 
branch books : the balance in these two columns at any date are equal and are 
converse of one another. 

Whenever there is sndden change in the exchange rate, e.g. on account of 
devaluarioii of currency, the profit or loss on exchange may be large; if it is a 
credit balance it should be transferred to Reserve Account since it would not be 
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t^laUe for diatribntioii u dividend. On the other hand, the debit balance or 
loM should be debited to Diflbrence in Bschaoie Acconnt and this should be 
treated as a Deferred Revenue Eipenditnre to be written off over a period of 
years. 

The difference it exchange is likely to be different: (1) if the trial bslance 
of the branch it converted; and (2) if only the branch balance sheet is converted. 
This is because in case (3) the average rate will apply even to the opening stock, 
closing stock, depreciation on fixed assets, goods received from bead ofiSce etc. 
In the first case these items are converted at different rates. 

lUastration: The New York Branch of Fine Textiles Limited. Delhi sent 
the following Trial Balance as on 3l8t December, 1978. 


Fixed Assets 

1,20,000 


Stock, 1st January, 1978 

56,000 


Goods from H.O. 

3,20,000 


Sales 


4,20,000 

Expenses 

25,000 


Debtors and Creditors 

24,000 

17,000 

Cash at Bank 

6,000 


H.O. Account 


1,14,000 


5,51,000 

5.51,000 


In the H.O. Books the Branch Account stood as shown below : 

New York Branch Aeconat 

Dr- o 

Rs. Rs. 

To Balance b/d 10,05,000 By Cash 26,08,000 

To Goods sent to Branch 24,63,000 „ Branch c/d 8,60,000 


34,68,000 


34,68,000 




Goods are invoiced to the Branch at cost plus 10% and Branch has instruc¬ 
tions to seii at invoice price plus 25%. Fixed assets were acquired on 1st January, 
1970 when 8 100-Rs. 380. Rates of exchange were : 

Ist January, 1978 8 100=»R8. 760 

31st December, 1978 8 100°<Rs. 770 

Average ^ lOO^Rs. 750 

Filed assets have to be depreciated by 10% and the Branch Manager is 
entitled to commission of 5% on the profit of the Branch (on invoice price basis). 

Yon are required to : 

(i) convert the Branch Trial Balance into rupees and prepare the Branch 
Trading ft Profit ft Loss Account and the Branch Account, proving its 
accuracy; and 

0i) prepare Branch Trading and Profit ft Loss Acconnt in dollars, convert 
the Branch Balance Sheet in rupees and reconcile the resultant difference 
in exchange with that ucertained in (i) above. 




Rate 

1 

8 

Rs. 

Rs. 

nxed Auett 

380 

1.20.000 


4^56,000 


Stock 1.1.1976 

760 

56.000 


4,25.600 


Qoodf from H.O. 

— 

3,20.000 


24,63.000 


Salet 

750 


4,20,000 


31,50,000 

Bxpeom 

750 

25.000 


1,87,500 


Debtor! Creditors 

770 

24,000 

17,000 

1,84,800 

1,30,900 

Cesh at Bank 

770 

6.000 


46,200 


HjO. Accoaot 

Diflbrence ia exchange 



1,14,000 

3.77,800 

8,60,000 



5,51,000 

5.51,000 

41.40.900 

41.40,900 

Closing Stock 

770 

40,000 


3,08,000 


Closiog Stock at the branch is ascertained as follows. 


8 

Opening Stock 





56,000 

Goods Received from H.O. 



3,20,000 






3,76,000 

Less invoice value of goods sold— 




Sales 



4,20,000 



Less Profit @ 25/125 


84,000 


3,36.000 






40,000 

New York Branch Tradli^ and Profit and L« 

IS Accanat 


far the year esrfed Decern her 31,1976 




Rs. 



Rs. 

To Opening Stock 


4,25,600 

By Sales 


31,50,000 

Goods from H.O. 


23,63,000 

.. Stock 


3,08,000 

Gross Profit c/d 


5,69,400 






34,58,000 



35,58,000 

To Bxpenses 


1,87,500 

By Gross Profit b/d 

3,69,400 

Depreciation 


45.600 

., Loss 


58,732 

Branch Manager’s 
Commission* (f 2.238 
A 1 100-770) 


17,232 




DUbrence in Exchange 

3,77,800 






6,28,132 



6,28,132 


New Yark Branch Aeconnt 



To Balance b/d 


8,60,000 

By Lou 


38,732 


,. Balance c/d*^ 

8,01,268 


8 . 60,000 


8 . 60.000 



S3 


•See 00 bdow 4.10.400 

••Filed Auets leee depreciatioi] 3.08.000 

Stodc r.t4.«)0 

Sundry Debtors 4 ^ y pp 

Cash at Bank 


9,49.400 

Creditors 1,30,900 

CoBiiniuion due to manager 17.232 1.48,132 


8,01,268 

(B) Na* YotfcBraMhTniitot*PnSt*LeasAeeoaat(ladollan) 
for the year auM 31st De e sto b et, 190 



8 


8 

To Opening Sto^ 

56.000 

By Sales 

4,20,000 

„ 0<^s from H.O. 

3,20.000 

„ Closing Stock 

40,000 

„ Gross Profit c/d 

84,000 




4,60,000 


4,60,000 

To Expenses 

25.000 

By Gross Profit 

84,000 

„ Depreciation 

12,000 



„ Commission to Manager 




(S/IOS of 147.000 profit 




tefore commission) 

2,238 



„ Profit to H.O. 

44,762 




84,000 


84,000 

Coaranlaa af Balanca Sbast ngnres 




Dr. 

Cr. 



Rs. 

Rs. 

Fixed Assets 


4.10,400 


Stock 


3,08,000 


^ Sundry Debtors/Creditors 


1,84,800 

140,900 

Cash 


46,200 


Commission to Manager 



17432 

H.O. Account 

8,60,000 



Add Profit converted 




® 7S0 

3,35,715 


11,95,715 

Difibrence in Eichaage 


3,94,447 




13,43,847 

13.43447 



SaaaMBIatiM nf DWsnmm in Eschanga t 

Difference in Exchange in the first 

Rs. 

Rs. 

method (Delhi) 

Add : Caning Stock converted at 730 
(instead of 760) in the second 


3.77300 

method—Rs. 10 per 1100 on $36,000 
Goods from H.O. @ Rs. 730 

3,600 


to $ 100 24,00,000 

Converted in first methods 24,63.000 

Commission to Manager @ Rs. 20 per 

63,000 


$ 100 on $ 2,228 

447 

69,047 

cf/d 


4,46,847 

b/fd 

Less : Depreciation converted @ Rs. 730 
in the second method instead 
of @ Rs. 380 in the first method i.e. 


4,46,847 

Rs. 370 per $100 on 112,000 

Closing Sto(^ converted in 
the second method @ Rs. 730 
instead of Rs. 770 in the first 

44,400 


method 

8.000 

32,400 

Difference in Exchange as per second method 

3,94,447 


lltattratloa : EG Company Limited, a manufacturing business, exports 
some of its products through an overseas branch whose currency is "florin”, 
which carries out the final assembly operations before selling the goods. 

The trial balances of the Head Office and Branch on 30th June, 1976, were 
as follows : 

Head Office Branch 



Rs. 

Rs. 

Florins 

Florins 

Freehold buildings at cost 

14,000 


63,000 


Debtors/Creditors 

8,900 

9,500 

36,020 

1,360 

Sales 


1,04,000 


4,32,000 

Authorised and issued capital 
Components sent to Branch 
Head Office/Branch accounts 

60,100 

40,000 

35,000 



5,04,260 

Branch cost of Sales 


3,60,000 

Depreciation provision, machinery 

Head Office Cost of Sales (including 

1,500 

56,700 


goods to branch 

59,000 




Administration Costs 

13,200 


18,000 


Stock on 30th June, 1976 

Profit and Loss Account 

28,900 

2,000 

11,320 


Machinery at cost 

6,000 

1,26,000 


Remittances 

28,000 

2,72,000 


Balance at Bank 

4,600 


79,a)0 


Scaling and distribution cost 

23,300 


28.800 



2,20,000 

2,20,000 

934.320 

9,94,320 



The follewiag aiijiKtaieiits are to be made : 

(1) The ooet of salei figores inda^ a depreciatioii charge of 10 per annum 
on coat of machinery. 

(2) A provision of Rs. 300 for unrealised profit in branch stock is to be 
made. 

(3) On 26th June, 1976, the branch remitted 16,000 'FL’; these were received 
by head office on 4th July, and realised Rs. 1,990. 

(4) During May a branch customer in error paid the Head Office for goods 
supplied. The amount due was 320 ‘FL* which realised Rs. 36. It has 
been correctly dealt with by head office but not yet entered in the 
branch books. 

(5) A provision has to be made for a commission of S% of the net profit 
of the branch after charging such commission, which is due to the 
branch manager. 

The rate of exchange were : 


At 1st July, 1975 

10 ‘FL’ 

-> Re. 1 

At 30th June, 1976 

8 .. 

n Re. 1 

Average for the year 

9 .. 

~ Re. 1 

On purchase of Building ft Machinery 

7 ., 

- Re. 1 


Yon are required to prepare for internal use : 

(a) detailed operating accounts for the year ended 30th June, 1976. 

(b) combined head office and branch balance sheet as at 30th June, 1976, 
and 

(c) the branch accounts in the head office books in both Rupees ft ‘florins' 
the ofwning balance on Ist July, 197S, being Rs. 25,135 (1,89,135 ‘FL’). 
Taxation is to be ignored. 

Solatloa : 

EO Company Limited 

CoBvanloB of Branch Trial Balanco 



Dr. 



Cr 




Florin 


Rs. 

Florin 


Rs. 



Rate 


Rate 


Freehold Building 

63,000 

7 

9,000 




Debtors/Creditors 

35,680 

8 

4,460 

1,560 

8 

195 

Sales 




4,32,000 

9 

48,000 

Head Office 







Account 




5,03,940 

H.O. 

60,100 

Cost of Sales 

3,47,400 

9 

38,600 


books 


Depreciation 

12,600 

7 

1,800 




Depreciation 







Provision Machinery 




56,700 

7 

8,100 

Administration cost 

18,000 

9 

2,000 




Stock 30th June, 1976 

11,520 

8 

1,440 




Machinery at cost 

1,26,000 

7 

18,000 




Remittances 

2,72,000 


29,990 




Bank 

79,200 

8 

9,990 




Selling ft Distribution 







cost 

28,800 

9 

3,a)0 




Exchange 






1,995 


9,94,200 


1,18,390 

9,94,200 


1,18,390 


Branch debtors and H.O. balance have been reduced by the amouat'paid 
directly to the He^ Office. 



56 


IMtaf u« VMit sal Lm A/e Iv th« JMT Mttif SM int!, IfTi 


Braodi 

Rb. 

To Cost 

of Sales 3S,600 

To OrosB 

Profit 9,400 

H.O. 

Rs. 

59,000 

80.000 

Toal 

Rs. 

97,600 

89.400 

' Branch 

Rs. 

By Sales 48,000 

By Goods 
to Branch 

H.O. 

Rs. 

1,04.000 

35.000 

Total 

Rs. 

1,52,000 

35.000 

48,000 

1.39,000 

1.87,000 

48,000 

149.000 

1,87,000 

To Adminis¬ 






tration 2,000 

15,200 

17,200 




To Deprecia¬ 



By Gross 



tion 1,800 


1,800 

Profit 9,400 

80,000 

89,400 

To Selling A. 






Diftribotion 






Cost 3,200 

23,300 

26,500 




To Commis¬ 






sion ISO 

— 

150 




To Stock Reserve 

300 

300 




To Net Profit 2,250 

41,200 

43,450 




9,400 

80,000 

89,400 

9,400 

80,000 

89,400 

Baiaaca Sheet of EG Limited as on 30th Jane 1976 


Liabilities 



Asset 



Share Capital: 


Rs. 

Fixed Assets 


Rs. 

Authorised, Issued A 



Freehold Buildings 



Subscribed 


40,000 

at cost: 



Reserves ft Surplus 



H.O. 

14,000 


Profit ft Loss A/c 


45,450 

Branch 

9,000 

23,000 

Bachange Equalisation 






Account 


1,995 

Machinery 



Secured Loans 


— 

at cost H.O. 

6.000 


Unsecured Loans 


— 

Branch 

18.000 


Current Liabilities ft 






Provisions : 




24,000 


Sundry Creditors 


9,695 

Less Depreciation 

9.600 

14,400 

Commission Unpaid 


150 







Current Assets and Loans 





ft Advances 



> 



Stock: H.O. 

28,900 





Branch 

1,440 



30 ^ 



97.290 


Brmack Accowt 


To Balance b/d 
To Components 


To Balance b/d 
To Profit 


FL 

1,89,260 

3,15,000 

Rs. 

25.136 

35.000 

5,04,260 

60,136 

5,03,940 

60,100 

24,000 

2,250 

5,27,940 

62,350 


Lets Reserve 

Debtors: 

H.O. 

Branch 

Cash in transit 
Balance at Bank: 
H.O. 

Branch 


By Debtors 
By Balance c/d 


By Remittances 
By „ in transit 
By Balance c/f 


300 

3o,(m 

8,900 

4,460 

13,360 

1,990 

4,600 

9,900 

14,500 


97,290 

FL 

320 

5,03,940 

Rs. 

36 

60,100 

5,04,260 

60,136 

2,56,000 

16,000 

2,55,940 

28,000 

1,990 

32,360 

5,27,940 

62,350 


STATEMENT ON ACCOUNTING FOR 
FOREIGN CURRENCY TRANSLATION 


latrodKtioi: 

1. In a statement published in 1967, the Council made certain recommends* 
tions to the members on the accounting problems created by the devaluation of 
the Indian Rupee in 1966. Since then, both the amplitude and frequency of 
fluctuations in the exchange rates of different currencies have sharply increased 
particularly since August 1971 when convertibility of the U.S. Dollar was 
suspended and December 1971 when the U.S. Dollar was devalued in terms of 
gold. 

2. As a result of this violent instability in foreign exchange rates, the currencies 
of a large number of countries have been ‘'floated” in foreign exchange 
markets, so that, the currencies no longer have fixed parties but the exchange 
rates are determined from day to day by the free market forces of demand and 
supply. 

3. Prior to the era of floating currencies the countries concerned undertook to 
ensure that fluctuation to exchange rates were restricted to a range of 1% on 
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flilbar lide of the offldel eichute rate and if the foroea of demand and anpply 
threatened to widen the flnotoation beyond thii lanfe, the oonntriei concerned 
were reqnired to intervene. A chanfe in exchange ratea beyond 1% of offldal 
exchange rate could therefore only be aa a reanlt of a conntry’a deciaion to 
devalue or revalue ita currency or aa a result of a revaluation or devaluation of 
the currency of another country. 

4. With the advent of floating exchange rates theoretically a country was not 
bonnd to support its currency. However, voluntary arrangements were made 
initially under the Smithsonian Agreement of December 1971 and later under 
the general European float (popularly known as snake) whereby the countries 
concerned undertook to intervene and support the currency either individnlly or 
jointly to ensure that the fluctuation would be limited to a maximum swing of 
2.2S% on either side. While generally these agreements have been observed, 
there have been several instances where under pressure the countries concerned 
have withdrawn from the agreement and have not supported the currency. 

3. The Indian Rupee was initially linked with the Ponnd Sterling. But now 
the link has been broken and though the Pound Sterling remains the currency of 
intervention, the rate of exchange of the Indian Rupee in relation to other 
currencies is determined by the Government on the basis of the exchange rates 
of a selected basket of currencies who are India’s major trading partners. The 
currencies involved in the basket and their respective weightage have not bow* 
ever been disclosed. 

6. These developments have added a new dimension to the problem of account* 
ing for foreign currency translation. Whereas in an era of fixed exchange rates, 
the problems of adjustment would arise only at discrete intervals when the 
oflBcial exchange rate of one or other currency was changed, under “floating” 
exchao e rates, changes in exchange rates take place continuously necessitating 
freque. : accounting adjustment. 

7. Considerable divergence of accounting practice has therefore developed 
often through the adoption of ad hoc solutions. The purpose of this statement is 
to suggest uniform accounting practices which can be consistently applied. 


8. The terms and expressions used in this statement have been ascribed the 
following meanings: 

Any currency other than the Indian Rupee. 

The rate quoted by a bank or other authoried dealer in 
foreign exchange at which the Rupee may be exchanged 
for a unit of a foreign enrrency. 

The exchange rate in force at the end of the accounting 
period. 

The mean of the exchange rates in force at the com¬ 
mencement and at the end of the accounting period. 

A predetermined estimated rate of exchange nsed for 
translation during the accounting period. 


Foreign currency t 
Exchange rate i 


Current rate i 


dnrage rate : 


Standard rate i 



Ortgimtlrait I 

Foreign ewrremey 
trmuiatUm i 

Foreign current 
eomenion : 

FeraiuotUm > 
Deyabution t 
Tramiation difference i 

Comeraion difference: 

Parent entity i 

Foreign entity / 
Monetary asset i 
Non-monetary asset i 
Current asset i 

Non-current asset: 

Long-term iiability: 
Short-term liability i 


The exdumie rate at which foreign corrency waa 
bonght or aold or the exchange rate in force when the 
tranaacdon waa effected. 

The proceas of ezpreaaing amounts atated in a foreign 
currency into equivalent amounts in Rupees by using 
an exchange rate between the two currencies. 

The proceas of expressing amounts stated in a foreign 
currency into equivalent amounts in Rupees by using 
the exchange rate at which the foreign currency is 
bonght or sold. 

An upward change in the value of a currency in rela¬ 
tion to other currencies. 

A downward change in the value of a currency in rela¬ 
tion to other currencies. 

The difference between the value at which an item is 
shown in the books of account and the value after 
translation at the appropriate rate. 

The difference between the value at which an hem is 
shown in the books of account and the value determin¬ 
ed after foreign currency conversion. 

An entity whose financial statement reflect by incor¬ 
poration, the financial statement of one or more foreign 
entities. 

An entity, whose financial statements are incorporated 
into the financial of a parent entity. 

Asset which has a financial as opposed to a physical 
existence for example, receivables, bank balances, etc. 
Asset which has a physical as opposed to a financial 
existence for example, fixed assets, stocks, etc. 

Asset which is held for the purpose of conversion into 
cash within a relatively short period of time or within a 
normal operating cycle for example, stocks, current 
receivables, etc. 

Asset which is not held for the purpose of conversion 
into cash within a relatively short period of time or 
within a normal operating cycle for example, fixed 
assets, non-current receivables etc. 

The whole or part of a liability which is not doe for 
repayment within one year from the end of the account¬ 
ing period. 

The whole or part of a liability which is doe for repay¬ 
ment within one year from the end of the accounting 
period. 




«0 


T 


9. For the pnrpotet of detennioing whether aeooaiitiiig edjiutiiieiit fa neceeiary 
cofueqaent on a change in exchange rates, it often becomes necessary to di^ 
tkignfah between a temporary change and a permanent change. Prior to the era 
of floating currencies it was not difficult to determine whether a change was 
permanent or otherwise since a permanent change could only be as a result of 
devaluation or revaluation by governmental action. However with floating 
eurreocies, in a senoe all changes are permanent. To treat of them as snoh 
would however involve constant accounting adjustment. Moreover, under 
current international monetary conditions, exchange rate are so unstable that 
the change in rates may reverse within short time. It is therefore necessary to 
evolve certain arbitrary tests for distinguishing between temporary and perma¬ 
nent changes in exchange rates. 

10. For the purposes of this statement, the following definitions have therefore 
been adopted : 

Permanent Change A change in exchanip rates which is in excess of 2.25% 
of the rate at which the transaction or balance was last 
recorded or adjusted. 

Temporary Change ; A change in exchange rates which is not in excess of 
2.25% of the rate at which the transaction or balance 
was last recorded or adjusted. 

Fwaign Carreacy cnaversloa : 

11. Since a foreign currency conversion involves an actual purchase or sale of 
foreign currency a foreign currency conversion will normally be made at the 
exchange rate at which a currency is bought or sold. 

Foreign Canreacy traaBlatioB: 

12. Foreign currency translation arises (a) when translating the financial state¬ 
ments of foreign entities in the books of the parent entity and (b) when deter¬ 
mining or restating book values of revenue items and assets and liabilities in 
respect of transactions in foreign currencies. For the purposes of incorporation 
of financial statements of foreign entities it is necessary to recognise the relation¬ 
ships which exists between difierent accounts within the entity and to avoid as 
far as possible distortion of these relationships by using more than one exchange 
rate. At the same time, due recognition has to be given to the source of funds 
from which assets have been created, the restrictions if any on the remittance 
of profits or other funds and the frequency of such remittances. These consi¬ 
derations may not be present when translation is for the purpose of determining 
or restating book values of revenue items and assets and liabilities, in all cases, 
the primary objective of translation most remain the determination in a consis¬ 
tent manner of the profit or loss arising as a result of changes in exchange rates. 

13. In incorporating the financial statements of a foreign entiQr, revenue item 
oan be incorporated either at the current rate or at the average rate. In normal 
oircumstances, the use of the average rate is preferable since (a) it gives recogni¬ 
tion in the revenue statement to the changes which have taken place in the 
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eiehcnge rate daring the aecoantinf period and (b) reooidi separately the proA 
or loM arising is a resoH of snch changes instead of merging the individnal Hems 
of income and ezpenditnre for the period. The nse of the onrrent rate or the 
average rate would however be inappropiate in respect of the following items in 
the revenne statement: 

(a) Opening and closing inventories which shonld be translated at the current 
rate at the commencement and close respectively of the accounting period and 

(b) Depreciation which should be translated at the rate used for the translation 
of the value of the assets on which depredation is calculated. 

14. The average rate may also not be appropriate for the translation of revenue 
items in the financial statements of foreign entities in certrin special dreams* 
tances Examples of snch drcnmstances would be : 

(a) When the inoome/ezpenditure is not eamed/incurred evenly daring the 
accounting period e.g. in seasonal business. 

(b) When there are exceptionally wide fluctuations in the exchange rate during 
the accounting period. 

(c) Where profit remittances have been received from a branch or loss remit¬ 
tances have been made to a branch at a rate which is significantly difierent from 
the average rate. 

In snch eases a weighted average rate may be more appropriate. 

15. In the case of revenae itenu pertaining to transactions in foreign enrrendes 
and not forming part of financial statements of foreign entities, the transaction 
woald normally Im recorded at the point of conversion at the rate railing when 
it is recorded. Where transactions are numeroas, a standard rate may be used. 
This standard rate may need revision from time to time reflecting the changes in 
exchange rates. 

16. Current assets (both monetary and non-monetary) and short-term liabilities 
are normally translated at the current rate. When however the exchange risk 
has been eliminated by a forward exchange contract, the translation should be at 
the rate mentioned in contract. A short-term liability which consists of that 
part of a long-term liability which it dne for repayment within one year of the 
balance sheet date may be treated for the purposes of transaction as on a par 
with the long-term liability of which it forms a part. 

17. Non-carrent assets are normally translated at the original rate, consistent 
with the historical cost concept. Those who oppose the use of the original 
rate contend that the use of the current rate for some items and the original 
rate for others create distortions in the relationship between difiCerent items and 
create an artificial gain or lou. There is considerable force in this contention 
when applied to foreign entities which are aatonomons and have a separate 
legal existence. Practical considerations do not always permit a free fiow of 
foreign currencies and non-current assets may often be flinanced out of short¬ 
term liabilities in the foreign country. These considerations would therefore 
have validity when the financial statement of foreign subsidiaries are consoli¬ 
dated into the aeoonnts of parent companies. 



tt. Uoder present company lefislatlon there is no requirement to cons<riidate 
the financial statements of subsidiaries with the statements of parent companies. 
The problems of foreign currency translation arise therefore mainly in respect 
of foreign entities which are branches. In respect of these entities non current 
assets may be recorded either in the books of the foreign entry or in the books 
of the parent entity and it does not appear necessary to make a departure from 
the normal practices. Moreover, the repayment and fresh borrowings on 
account of short-term Habilitiet is often a continuous process and it would 
therefore be difficult to identify the source from which non current assets are 
created and held. 

19. However, where there has been a permanent change in exchange rates re¬ 
sulting in a devaluation of the Rupee or a devaluation of the currency of the 
Country mix in which the non-current asset is held or located, the consequent 
diminution of the value when expressed in Rupees may, as a measure of pru¬ 
dence, be written off, if material. In determining this write-off, the apprecia¬ 
tion if any, of the market value of the asset when compared to the book, value 
may be taken into account. 

20. The considerations which apply to the creation of a long-term liability in 
foreign currency are generally different from those which apply to short-term 
liabilities resulting from purchases of goods and services in the course of trade. 
Normally, these are not pure loans but are linked up with arrangements for 
Bcqailition of particular assets which are usually of a non current nature. 
Immediate recognition of gain or loss arising in respect of such liabilities from 
changes in exchange rates in all cases may create instability since there is every 
poisilrility that the rate change may reverse itself several times daring the 
repayment period of the liability. At the same time, to ignore changes in 
exchange rates would result in the liability being shown in the financial stements 
at unrealistic valnes Long-term liabilities should therefore be translated normally 
at the original rate or the rate at which it is being carried in the books. How¬ 
ever, where there has been a permanent change in the exchange rate, the 
Uabiiity should be translated at the rate determined consequent upon the change. 
An adjustment to the value at which the liability is carried in the books is not 
necessary when the change in exchange rate it only temporary. 

TrauslaHou Dlfferencce: 

21. A major problem connected with accounting for foreign currency transla¬ 
tion li the appropriate treatment of translation differences. These problems 
broadly require consideration of (a) whether all translation differences shonid be 
adjusted in the profit and loss account (b) whether the adjustment should be in 
the year of change or deferred and (c) whether any part of the difference can be 
treated as a capital expenditure. 

22. Those who advocate the adjustment of all differences in the profit and loss 
account argne that changes in exchange rates result in a loM or gain which does 
not in any why a&ct the cost of the assets. However, while such a practice 
would have the merit of simplicity there are several reasons why it cannot be 
adopted in all cases. Firstly, translation adjnstmenu are related to asseU and 



Uatrilittet irbich wUI be liquidated over varyint periods of time and not neoei> 
■arily withia the acoonntint perioda. Secondly, in respect of certain assets and 
liabilities though the uset or liability may be liquidated within the accounting 
period, the realisatioD of the gain or the reimbnrsemeot of the loss will be 
deferred beyond the accounting period and will be subject to changes in foreign 
exchange regulations from time to time. Finally, in an era of fluctuating 
exchange rates and general exchange instability, the gain or loss may be reversed 
before it can be realised or reimbursed. 

23. At the same time deferment of the charge to the profit and ioss account in 
all cases till the actual gain or loss is realised on conversion of the foreign 
currency would result in accounting on a “cash basis'* and would be contrary 
to the “actual" concept of accounting. It therefore becomes necessary to 
distinguish between translation differences which arise on translation of current 
assets and short*term liabilities and translation differences which arise on trans¬ 
lation of non current assets and long-term liabilities. 

24. The translation difference arising on the translation of current assets and 
short-term liabilities should be charged to the profit and loss account, of the 
year in which the difference arises. However, if the difference arises in respect 
of assets and liabilities in a country from which remittance of profits or funds is 
not possible, the charge to the profit and loss account is a net gain, should be 
deferred and transferred to separate reserve account. Any ioss arising on the 
subsequent translation of assets or liabilities in the same currency can be debited 
to this reserve. If the difference is a net lots, it must be charged to the profit 
and loss account in all cases. 

23. The translation difference arising on the translation of long-term liabilities 
should be dealt with as under : 

(i) If the funds represented by the long-term liability have been used for 
the purchase of assets which continue to appear in the balance sheet at 
the date of translation, the amount of i he difference can be dealt with 
as suggested in sub-paragraph (ii) and (iii) below or can be added to or 
deducted from the cost of the assets to the extent considered appn^ 
priate. 

(ii) If the translation results in a profit, the difference (to the extent not 
adjusted wholly or partly against the cost of assets) should be transfe-- 
rred to a reserve account and a loss arising on a subsequent translation 
can be debited to this reserve. 

(iii) If the translation results in a loss, the difference (to the extent not 
adjusted wholly or partly against the cost of assets) should be written 
off in the profit and loss account. If the amount of the difference is 
substantial, it can be written off in annual instalments over a period of 
years in proportion to the repayment of the liability in each of the 
subsequent years. 

26. Where the whole or a part of the translation difference arising on the 
translation of a long-term liability is added to or deducted from the cost of fixed 
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MMti, it ii MOMsatjr thal the MOBBialaied depredatioa optothe date^tfteana* 
latiOB be revised. In makint this revision three posidble methods maj be 
followed : 

(4) The amonnt added or deducted may be treated as an addition or dedno* 
tion of the year and no adjustment be made to accumulated provision 
for depreciation. Though this method would correspond to the pro* 
cedure to be followed under Section 43A of the Income-tax Act and 
therefore satisfy the requirements of Section 205 of the Companies Act 
1956, it it not a very satisfactory method since the different components 
of the cost of a single asset would be written of over varying periods 
of time. 

(ii) The written down value of the asset after taking into account the addi¬ 
tion or deduction is written off over the residual life of the assets. The 
disadvantage of this method is that it gives a higher charges for depre¬ 
ciation in the fotnre years in a case where the adjustment is positive, 
and a lower charges where the adjustment is negative thereby distorting 
the fair charges for depreciation between difiercnt accounting periods. 

(iii) The addition or deduction is adjusted against the original cost of the 
assets and the accumulated depreciation up to the date of the trans¬ 
lation is recomputed. This method is certainly the most logical and 
has the advantage that it clearly identifies the increase/decrease in the 
depreciation already provided for and also ensures a fair annual charge 
of depredation for the future. It however involves a recompntation 
with every change in exchange rates. 

Canvssdan difference; 

In all cases, the conversion difference, whether a profit or lots must be 
adjusted in the profit and lou account. 

Change In exchaage rate aabeeqaeat to the end of the aeeoaating period 

27. The purpose of translation is to express in Rupee terms the value as at 
the balance sheet date of the foreign assets and liabilities of the enter price. It 
ia not to estimate the amount which will be ultimately realised for the assets or 
the amount which will ultimately be paid for the discharge of the liabilities. 
Therefore, it would be inappropriate to take into account changes in exchange 
rates which take place subsequent to the end of the accounting period. At the 
same time, if there has been a permanent change after the balance sheet date 
Which significantly affects the value stated against the assets and liabilities, 
disclosure of the fact of the change by way of a note is desirable. 


28. For a proper understanding of the implication of translation adjust¬ 
ment it is necessary that disclosure be made in the financial statements either by 
a note or in any other suitable manner, of the following information 

(a) a statement of translation policies inelsdinf the exchange rates adopted 
for different Hems. 
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(b) tile aggregate amonat of tramlaticn diflbrencea a4}mted during the 
period indicating the net amount debited or credited to the profit 
and loM account and the net amount of dillbrenoei deah with in other 
faahion. 

D eralu a t le n : The Inititnte of Chartered Accountants of India has recom¬ 
mended that the trial balance of a foreign branch relating to a period during 
which devaluation took place should be converted according to principles stated 
below: 

“11.2. Fixed assets should be converted at the rate of exchange prevailing 
when with assets were acquired. When fixed assets were acquired shortly before 
devaluation srith ftuds obtained in the country concerned, it would be more 
appropriate to restate the rupee value of such assets at the new rate of exchange, 
and make a similar adjustment in respect of the rupee value of the debt incurred 
for that purpose. 

“11.3. Inventories or stocks should normally be valued at their cost to the 
company at a whole. Therefore, if mannfactured goods have been transferred 
by an Indian company to a branch abroad, the fact of devaluation should not 
make any difference to the valuation of such stocks except to the extent to which 
the valuation includes local transportation in the foreign country etc. 

“11.4. Cash accounts receivable, other current assets other than inven¬ 
tories should be converted at the closing rate of exchange on the date of the 
balance sheet. However, if the expected remittance from the branch to the 
head office are covered by forward exchange contracts, at the old rate, entered 
into either by the branch or the bead office then that rate should be adopted. 

“ll.S. Current liabilities payaUe in foreign currencies should be converted 
at the ruling rate of exchange on the closing date. 

“11.6. Long term liabilities incurred in foreign currency by the branch 
should not be translated at the closing rate, but at the rate of exchange prevail¬ 
ing when it was incurred sutject to the exception that a debt incurred for the 
purpose of fixed assets a short time before devaluation may be converted at the 
new rate of exchange. In certain circumstances, however, particularly having 
regard to the stability of the other currency, it may be appropriated to convert 
long term liabilities at the new exchange rate rather than at the old exchange 
rate. 

Pidt 4k Laea Accent 

12. In the case of a substantial change in the rate of exchange, such as the 
one which occurred recently, it may be more appropriate, if revenue account 
transantions for the entire year during which the devaluation occurred are 
reflected at the new rate of exchange. Suck a procedure would have the practical 
advantage of simplifying the clerical work and at the same time showing a true 
picture of the profit of the branch”. 

The position has now changed. In statement on Accounting for Foreign 
Cnrrenqf Translation, tha Institute of Chartered Accountants of India has made 
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a dirttectfoo betweea abort term and long term Bactnatknu. The abort larwt 
Bactuation triU be tboae that are witbin 2.25% of the ezobanje mte: flactutiM* 
beyond tbii would be long'temi. The laititute wants that in the ease of long 
teao floctnations, an adjustment should be made in the value of the asset con> 
cerued, if the asset can be traced. As regards the Profit and Loss Account, the 
items except stocks and depreciation are to be converted at the average rate. 
Stocks and depreciations are to be converted respectively at the rate prevai ling 
on the concerned date (closing date for closing stock and the rate pertaining to 
the asset to which depreciation applies). 


SELF EXAMINATION QUESTIONS 

(a) A company charges out goods to its Bangalore Branch at cost. The 
Branch remits daily to the H.O. all the cash collected by it on its sale; branch 
expenses are paid out of the amounts provided to the Branch by the HO as an 


imprest. The following is 

the summary of transactions of the Branch 

during 

the year ended December 31 

— 




Rs. 


Rs. 

Stock Jan. at cost 

10,000 

Credit Sales 

70,500 

Stock Dec. 31 at cost 

17,900 

Cash received from Debtors 

61,000 

Goods received from H.O. 

1,00,000 

Discount allowed to Debtors 

2,000 

Debtors, Jan. 1 

7,000 

Allowances of selling price 


Debtors, Dec. 31 

14,000 

(in invoices) 

1,500 

Cash Sales 

40,000 

Expenses at the Branch 

S,000 

Ascertain the profit earned by the Branch in three different ways. 

(Prefit 

Rs. 7,900) 





(b) What difference would have been made to Branch profit in the above 
mentioned case if the goods had been invoiced to the Branch at cost plus 25% 
instead of at cost. (Treat the first three figures at invoice price) (Pr<ifit 
Rs. 26,320) 

2. The Head Office of the ABC Ltd., invoiced goods to its Northern 
Branch during the year at selling price being 33'l/3% added to cost. During 
the year the cost of goods sent to the branch was Rs. 65,400. The cash sales of 
the branch were Rs. 31,000. The Branch returned stock valued at selling price / 
of Rs. 2,000 to the head office and had Rs. 1,000 returned to it by customer. 
The discount allowed to customers by the Branch amounted to Rs. 200. The 
Branch remitted all the cash received by way of cash sales and receipts for 
customers. The opening and closing stock at the branch at invoice price were 
Rs. 15,000 and Rs. 36,000, respectively. The Branch had debtors of Rs. 12,000 
at the beginning and of Rs. 9,200 at the end; loss (at invoice value) through 
pilferage was ascertained to be Rs. 1,000. 

Write up the necessary accounts to record the above mentioned transactions 
in the Head Office books HUit: Ascertain credit sales Qrou Profit Ra. (15,050), 



2. A Imid oflce luu fixed retail price at cost plot 100%. It hai a retail 
branch to which goodi are invoiced at wholesale price which is 20% less than 
the list price. From the following particnlars ascertain the profit earned by the 
branch. 

Opening Stock (invoice price) 16,000 

Goods sent to the (cost to H.O.) SO.OOO 

Sales at Branch 9S,000 

Ascertain the profit at the branch on wholesale prices. What will be the 
Stock Reserve Account balance at the end of the year? (Profit Rs. I9fi00; Stock 
Reterre Aeeomt Balance Rs. 7,500.) 

4. What are the distinguishing features between a Department and a 
Branch? What advantage are derived from departmental accounts? How would 
the following expenses be apportioned between departments: (a) Rent; 

(b) Managing Director’s salary and commission; (c) Advertisement; (d) Insurance; 
(e) Income-tax; (f) Interest on borrowed capital ? 

5. Bombay Trading Co. Ltd., has a branch in Utopia. The currency of 
Utopia fluctuates in value. At the close of the accounting period the branch in 
Utopia sends its Trial Balance and final statements of account made up in local 
currency. Describe the procedure to incorporate the branch figures in head 
office books. At what rate would you convert (i) Remittances from Utopia, 
(ii) Current Assets, (ill) Goodwill, (iv) Depreciation of Furniture, (v) Bad 
Debts, (vi) Provision for Doubtful Debts? 

6. The head office of a company invoices goods to its branch at cost plus a 
loading of 33.1%. At the end of the accounting period it is found that actual 
stock in hand at invoice price had fallen short of the balance by Rs. ,000. This 
■difierence is due to the following factors. 

(a) Goods destroyed by fire at invoice price Rs. 2,000. 

(b) Goods of the invoice value of Rs. 1,000 having been stolen 

(c) Cash stolen from the branch till amounting to Rs. 1,200 

(d) Allowances from selling price granted to customers amounted to 
Rs. 2,400. 

(e) Normal wastage of stock during the period amounting to Rs. 400. Set 
up the adjusting entries in books of the Head Office. 

7. Both the Head Office and the Branch of O.C.M. Ltd., closed their 
accounts on 31st December, 1975. It was found that in the Branch books, the 
balance to the credit Head Office. Account appeared at Rs. 1,45,210 and in the 
head office books balance to the debit of Branch Account at Rs. 1,56,390. What 
probable reason there could be for this difiernce and state how would yon 
proceed to reconcile the two accounts? Would your answer be the same if the 
balances were opposite ? 

8. A London firm has a branch at Calcutta and following is the summary 
■on balances appearing in Calcutta books at the end of the first year as at 30th 



Auw 1972. Leadoa Aecoua JRt. 3,t6,fitO, PutAmmc Rt. 3^43,106. Wtgm m 4 
SaUriM lU. C2,416. Sale* lU. 4.^.413. Intereat Credit Ra. 7^14. Pni^ 
Ra. 34,004. Cre^Ktora Ra. 75.10t Etebtora Ra. 16,512, Bank Ra. 63,094, Oeneral 
ckarfea Ra. 32,116, Inveatmenta Ra. 1,30,928, Caah Ra. 2,012, Loan Ra. 30^000^ 
Ratea of Eidiaofe: 

1 Inly. 1971 Ra. 23 to £ 1 
30 Jnne, 1972 Rs. 18 to £ 1 
Averafc Rate Ra. 19 to £ 1 

On the date of pnrehate of ftamitare Ra. 13-13 to £ 1 

Yon are required to give the branch’a converted Trial Balance. The branch 
balance in the Head OflSce Booka appears at £ 15,804. 

Aaswars t 

5. (i) Amonnt actually received 

(ii) Year and rate 

(iii) At the rate in the date of acquisition 

(iv) .. ,. of furniture 

(v) Average rate 

7. (i) Oooda sent by H.O. to Branch Rs. 11,180 

(ii) Branch has remitted Rs. 11,180 to Head Office 

8 . Difference in Eichange £2 183 (Cr.) 


WMDT* nnMna 
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Partnenhip it the relationihip between persons who have agreed to share 
profits O^luding losses of a businett carrkd on by all or any of them acting for 
all._ Such persons are^ individually known as ‘'Partners” and the name of the 
business it called the “firm name”. There it nothing to prevent an association 
of persons not conforming to the strict legal definition of a partnership, from 
sharing the profits of a business (e g., joint venture, a company, a profit sharing 
arrangement between an employer and bis employees, etc ) 

A partnership for a banking business must not consist of more than ten 

P artners and that for any other business cannot have more than twenty partners. 

his has been laid down by Section II of the Companies Act, 1956. It is neces* 
sary for students to study the provisions of the Indian Partnership Act, 1932 
which govern the relationship among the partners and various accounting 
problems which arise out of the formation of a partnership, on admission and 
retirement of partners, due to unequal contribution made by different partners 
either in the form of money or efforts involved in the conduct of business, and 
finally on dissolution of partnership. 

Indian Partneiahip Act, 1932 s Generally, partners agree among themselves 
as regards terms and conditions on which the business of the firm will be carried 
on ; but often enough either no written agreement is entered into or the agree¬ 
ment docs not provide for all the possible contingencies. In such cases, the 
provisions of the Indian Partnership Act have to be invoked. In the absence of 
an agreement or of a provision indicating a contrary intention, the following 
provision of law would be applicable: 

(1) Partners share profit and lotws equally (Section 13), 

(2) Partners are not entitled to any interest on the caitital contributed by 
them nor can they claim any salary for the work done by them for the 
firm (Section 13). la case, under the agreement, interest or salary is 
payable it would be an appropriation of profit/.e., payable only if 
there is a profit. 

(3) On amounts advanced by a partner (for the purposes of the business) 
in excess of the agreed share of capital, he is entitled to receive inte¬ 
rest on such excess at the rate of 6% per annum (Section 13). 

(4) Partners are not only entitled, but ere also expected, to take part in 
the conduct of the partnership business. 

Acconets ; In order that each partner may know the true financial position 
of the partnership business, it is desirable (but not obligatory) that the accounts 
of a partnership should be diawn up on double entry Inuii, after taking into 
account all ontstandfng items of income and expenditure, just as in the case of 
other accounting entities. In the normal course, the only difference between 
a^unting in a sole proprietorship ceocem and ie a firm is in respect of divifion 
of profits among the partners and the need to keep separate acronnts for each 
j^rtner relating to bit capital, drawing, etc. The nat^ of these accounts is 
deicriiied be|ow. , 
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CapUal AccomtM t Aaouati oontribated by the partners, whether in cash 
or in the form of assets, are oradited to their Capital Accounts and unless the 
partners agree otherwise, their investment must remain constant throughout the 
lifls of partnership. It is necessary beoanse partners cannot withdraw their 
oapital daring the oontinuancs of the piutnership. By impUcafion, therefore, 
it could be said that they have to make good the losses, if any, suffered by the 
firm, but can withdraw profits earned from time to time. 


Current Accounts : In order to preserve the original capital intact, all profits, 
losses, withdrawals and credits or debits in respect of interest charged or allowed 
to a partner are adjusted in his current account. When a partner decides to 
temporarily increase or reduce his capital, corresponding credits or debits also 
are adjust^ in this account. If a partner’s withdrawals are regular and extensive 
according to the terms of the partnership agreement, for the sake of convenience, 
a separate account, styled as Drawings Account is also started. It facilitates 
calculation of interest, if interest is chargeable on drawings. The balance in this 
account is transferred to the partner's current account at the end of the year. 

Loan Accounts : It being necessary to disclose separately the amounts udva* 
need by partners over and above their capital, the amounts so provided are 
credit^ to their loan accounts and interest thereon, as agreed, or at 6% per 
annum, if there is no agreement, is ci edited to their current accounts, lathe 
event of dissolution, partners are entitled to receive the amount of loans 
advanced by them in priority to repayment of their capitals. But if the capital 
is not sufficient to meet losses on a dissolution, the balance of the loss can be 
debited to the loan uccount.- 


Dlvlslon of profits: Interest on capital : Where the capitals of partners an 
unequal but profits are to be shared equally or where the profit sharing ratio is 
different from the ratio of capitals contributed, the differential advantage of one 
partner over the other can be mitigated to some extent if interest is charged 
against the firm on the amount of capital contributed by each partner. Unless 
this is done, the partner contributing the smaller sura would have an advantage 
over the other or others where there are more than two partners. By allowing 
interest on capital, this advantage is reduced and the distribution of profits to 
that extent is made more equiuble. But interest on capitals contributed by 
partners is chargeable against the firm only if so agreed. Moreover, interest 
on capital being an appropriation of profits, it is chargeable only to the extent 
of the available profit. Partners may, however, agree amonj themselves to 
waive such a limitation ; in such a ease the resulting loss (when a profit is con¬ 
vert^ into a loss after providing for interest) would be borne by the partners 
in their profit sharing ratio. 


A and B sharing profitt and losses in the ratio of 3 :1 earn Rs. 8,000 before 
allowing interest @ 9% on capital which were : A Rs. 60,000 and B Rs. 40,000. 
The total Interest comes to Rs. 9,000”"Rs. 5,400 for A and Ra, 3,600 for B. In 
absence of any special terms in the Deed, A will receive Rs. 4,800 and B 
Rs. 3,200 l.e., Rs. 8,000 will be divided in the raUp, of the interest. However, 
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if interest on capital Is to be treated as a charge, the amount receivable by the 
two partners will be : A Rs. 4.650 and B Rs. 3,3^ as shown below : 




A 

B 

Interest 

Less Lom (Rs. 1,000— 

Rs. 

5,400 

Rs. 3,600 

interest less profit earned) 

Rs. 

750 

Rs. 250 


Total 

4,650 

3,350 


Calculation of interest on capital and drawings : Agreements of partnership 
usually provide for adjustment of interest on capitals contributed by partners 
and also specify whether interest would be charged on the fixed amount of 
capital or after adjusting therein the balance in the current accounts. But, in 
almost every casci interest is calculated on the capital at the commencement of 
the year, since the share of profits, until it is transferred to the Capital Accounts 
does not form a part thereof. Where fresh capital has been introduced during 
the course of a year or a part of the capital has been withdrawn, the interest on 
capital is computed for the period the different amounts thereof have been in 
use by the business. 

Interest on drawing, which have taken place on various dates daring a year 
for the sake of convenience, is calculated by employing the 'average due date’ 
method. It will be useful for stuJer.ts to remember that where a partner draws 
a fixed sum at the end of each month, the interest on his drawings will be equal 
to the interest on his total drawings, for a period of 5^ months : if he draws the 
amount at the beginning of each month, interest on total drawings for the period 
of 61 months will have to be calculated. And. if he draws the amounts in the 
middle of each month, interest will be calculated on bis total drawings for a 
period of six months. 

Distribution of profit among the partners and amounts of interest allowed 
•n capital and charged on drawmg are shown in the appropriation section of the 
Profit & Loss Account, since these do not constitute a charge on profit but are an 
appropriation of profits or represent an income not relating to the business. 

At times, an amount may be advanced by a partner to the firm on the basis 
that he will be remunerated not by way of iutercst but by way of an additional 
share in profits. In such a case, the share in profits paid as remuneration for an 
advance will be a'charge'against profits. Distribution of profits in such a case 
may involve some complexity. For the study of the methc^ which will have to 
be adopted in such a case, students are referred to illustration at pages 22S2>b9 
of the textbook by W. Pickles. 

AdjnrtnieBt of distributable profits : Sometimes, amounts distributed among 
the partners as profit or loss may require to be adjusted long after the close 
of accounts, as a result of certain factors. The different circumstances in which 
such an adjustment is usually called for are stated below : 

(i) Correction of mistakes which may have occurred, discovered subsequent 
to the closing Of the books. 
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(ii) Offllnion of interest bein( allowed on capital or charged on drawings. 

(iii) Re-adjostment of rates of interest. 

(iv) Re-adjustment of profit sharing ratio in respect of past years. 

(▼) Adinstment of tte amonnt of profit on a change in the basis of 
. acconnting from 'cash* to ‘mercantile*. 

In such a case, amonnts which have already been closed off are not reo^ned. 
Only a memorandom statement is prepared so as to give eflect to the decision of 
partners, and the final effect is adjust^ in the accounts of the year in progress. 
See the illustrations that follow. (Students may also refer to illustration at pages 
2248 of textbook by W. Pickles and illustration 9.2 at pages 297 Volume i of 
Advance Accounts by Sbukla & Orewal for finding out how such adjustments are 
made). 

niastratioB : A, B and C were working in partnership, sharing profits and 
losses in the ratio of 2 : 1 : 1. It had been agreed that interest would be allowed 
at the rate of 5 % per annum on partners Capital Accounts 


The following were the balances in their Capital Accounts on January 1, 
1976. 


A 

.. Rs. 

15.000 

B 

...Rs. 

8,000 

C 

...Rs. 

6,000 


The account for the year ended 31st December, 1976, ibewed a net profit 
of Rs 12,000 after taking into account interest on partners’ capital. The amounts 
of interest and the shares in profit were credited to the current accounts of 
partneii* 

During 1977 it was discovered that the following errors had occurred in the 
accounts for 1976; 

(1) RentofA’s private house amounts to Rs. ISO and paid during 1976 
had been included in '‘Rent Account” appearing in the Profit and Loss 
Account, 

(2) Preminm, amounting to Rs. 600 on B’s life insurance and paid on 20th 
June, 1976, had been included in “Insurance Expenses”, debited to the 
Profit & Loss Account. 

After the close of the year 1976 accounts, it was decided that, with effect 
from January 1, 1976, the rate of Interest on Capital Account of partners should 
he increased to 6%. 


Set up entries to adjust the amount of the partners. 

Solution : Computation of the actual profit for 1976. 

Rs. Rs. 

Net Profit as per Accounts 12,000 

Add: Interest on capital already charged; 

A 750 

B 400 

C 300 


1,45Q 
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Reat of A’s private honse, wroofly 

charged in Rent Aoooaot of the boeioeu 150 

B’» life insurance permian of Ri, 600, 
wrongly included in the expenses of the 

business 6 ll~Tit 

Total 14,200 


Statement showing distribution of profit before Mking afilautmint fa respert 

of the mlstalcea 


Profit Rs. 13,450 

A 

B 

C 

Total 

Interest on Capital 

750 

400 

300 

1,450 

Share of Profit 

(1/2) 6,000 

(1/4) 3.0UO 

(1/4) 3,000 

12,000 

. Rs. 6.750 

3,400 

3,300 

13,450 


StktemeBt showing distribution of profit of the bnsineas after ad}Mtl*l of 

mUtakcs 


Profit Rs. 14,200 

A 

B 

C 

Total 

Interest on Capital 

(6%) 900 

480 

360 

1,740 

Share of Profit 

6,230 

3,115 

3,115 

12,460 

Rs. 

7,130 

3 595 . 

4,475 

14,200 


Cfdculation : 

(1) Amount payable to A on account of Increase in 
share of profit and interest 

lass : Amount recoverable from him on account 
of rent of his private house 

Net amount payable to A 

(2) Amount payable to B on account of increase in 
share of profit and interest 

Less : Amount recoverable from B on account 
of insurance premium paid on bis behalf 

Net amonnt recoverable 

(3) Amount payable to C on account of increase in 
•hare of profit and interest 

A4fustlHg Journal Entry : 

B*s Current Account Dr. 

To A*i Current Account 
To C*s Curreat Account 



Rs. 


380 


150 


230 


19.^^ 


600 


405 


175 

Dr. 

Cr. 

. Rs. 

Rs. 

405 

230 


175 






(Being the a4io>tmeot of jpartneri* ecconnt u 
• remit of mUtahet whim had oocnmd In the 
eooooota for the gear 1976 and other adjoat- 
meot. detaila given above). 

Chmge bi profi$-^tarb>g ratio with retrospective effect : The partnera may 
t «gree among themaelvea that with effect from apreviona date, they wonld diare 
Nofita and loaaea in a ratio dlfUsrent from the one mentioned in the Partnerihip 
Deed for the period concern. The partnera ahall be debited with profita already 
credited to them and the Profit and Loaa AppropriaticHi Acoonnt credited. 
Afterwards, the profits ihall be distributed in the new ratio. Alternatively, the 
difference in the amounu already credited and those which should have been 
credited (according to the new ratio) should be worked out and adjusted through 
a journal entry. 

ninstration : A and B have been carrying on business In partnership. They 
share profits equally. After the profits for 1976 had been divided, it was auecd 
that with effiect from January 1,1^76 they would share profits and losses as A 3/S 
and B 2/3. At that time It was also discovered that while preparing accounts for 
1973 and 1976, the following expenses which had accrued and those paid in 
advance had b^ erroneously ignored :— 

1975 1976 

Accrued Expenses Rs. 2,500 3,600 

Expenses paid in Advance Rs. 600 400 

The profit during 1977 was Rs. 15,000 according to the accounts already pre¬ 
pared. Give the necessary entries. 


SolatloB: The profit for 1976 is really not Rs IS.OCObnt Rs. 13.700 as shown 
below: 



Profit as given 

Add : Expenses paid in advance on 31-12-76 
Accrued expenses on 31-12-75 


Less : Expenses paid in advance on 31'12*75 Rs. 
Accrued expenses on 31-12-76 


Distribution of profit according to the revised ratio : 

Adjustment Profit for 1976 (3 :2) Rs. 

Lest : Debit (equally) in respect of net 
outstanding on 31-12-75 

Lesti t Profit already credited (cqnaliy) 

Account to be debited farther 



Rs. 


15,000 


400 


2.S00 


17.400 

600 


3,600 

4,200 


13,700 

A 

B 

8,220 

Rs. 3,480 

950 

950 

7,2T3 

4,530 

7.500 

7,500 

230 

2.970 



I 


JoWnti Entry: 


Dr. 

Cr. 



Rs. 

Rs. 

Prepared Expenses Account 

Dr. 

400 


A*s Capita] Account 

Dr. 

230 


B*b Capital Account 

Dr. 

2,970 

• 

To Accrued Expenses Account 
(Adjustment consequent on bringing into 



3,600 

account expenses accrued and prepaid as 
on 31-12-76 and due to the change in the 




profit sharing ratio). 




Alternatively, the following entries may be recorded 

i 




Rs. 

Rs. 

A’s Capital Account 

Dr. 

7,500 


B’s Capital Account 

Dr. 

7,500 


To Profit & Loss Appropriation A/c 



15,000 

(Profit previously credited to A ft fi 
written back for division in the new ratio). 




A’s Capital Account 

Dr. 

950 


B’s Capital Account 

Dr. 

930 


Prepaid Expenses Account 

Dr. 

600 


To Accrued Expenses Account 



2,300 

(Entry required to adjust expenses not taken 



into account as on 31-12-73) 

Profit and Loss Appropriation Account 

Dr. 

1,300 



To Prepaid Expenses Account 

200 

To Accrued Expenses Account 

(Adjustment of the two accounts to bring 
balance thereon to the figures as on 31-12-76) 

Profit and Loss Appropriation Account Dr. 13,700 

1,100 

To A’s Capital Account 

g,220 

To B’s Capital Account 

5,480 

(To distribute the balance in the Profit ft 

Lou Appropriation Account betwMn A 
and B in the new ratio 3; 2) 

> 


Gaaniitoc •f profits to or by a partaer : To indnce a person to join the firm, 
at times one or more partners or ail the partners may decide to gnarutM a sum- 
mum amount that would be receivable by him. Different wa 3 f 8 in which such an 
arrangement may be entered into are discussed below : 

(i) A partner is given an undertaking that his share in profits will not te 
below a certain figure—the figure to include salary, interest on capital, etc. Usnaw 
in such a case, it is also agreed that if, in future years, his share of profit exceeds 
the minimum limit, he would have to refund the excess in repayment of amount 
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preriously dnwo in ezom of his normal share of profits. The treatment in 
accounts in such a case would be as follows 

(a) At first profits shall be divided aa if no guarantee arrangement exist. 

(b) Then, the amount by which the actual profit falling to the share of the 
partner falls short of the amount guaranteed shall be credited to him, 
say, in his currmt acoonot, by debit to the other partners’ accounts in 
their mutual profit sharing ratio. 

(c) If, sob^uently, his share of profit exceeds the guaranteed figure and 
according to the terms of agreement the amount paid in fulfilment of 
guarantee has to be recouped, the partner concerned shall be debited 
and the other partners' accounts credited in their mutual profit sharing 
ratio. 


A, B and C are partners sharing profits or losses in the ratio of 16 : 12: 7 
with a minimum of Ks. 10,000 for C. Any amount paid to C under this arrange¬ 
ment is to be recouped from him when his share to profits exceeds Rs. 10,000. 
During 1976 and 1977 profits were Rs. 39,300 and Rs 37,000. The following 
entries in respect of distributing of profits shall be recorded : 


Dr. C^. 

Rs. Rs. 

197« 

Profit ft Loss Account Dr. 39,300 

To A's ^pital Account 18,037 

To B's Capital Account 13,343 

To C*s Capital Aocennt 7,900 

(Distribution of Profit of Rs. 39,300 in the 
ratio of 16 :12: 7 among the partners) 

A’s Capital Account Dr. 1,200 

B’s Capital Account Dr. 900 

To C’s Capital Account 2,100 

(Amount credited to C in respect of 


guaranteed profits (Rs. 10,000 less Rs. 7,900) 
by debit to A and B in the ratio of 16:12). 


1977 

Profit ft Loss Account Dr. 37,000 

To A’s Capital Account 
To B’s Capital Account 
To C’s Capital Account 
(Profit during 1977 credited to the partners 
in the profit sharing ratio) 

C*s Capital Account Dr. 1,400 

To A’s Capital Account 
To B’s -Ci^tal Account 


26,057 

19,343 

11,400 


800 

600 


(Excess of Rs. 1,400 (Rs. 11,400 less miidmnm Rs. 10,000) debited to C and 
credited to A and B in the ratio of 16 1 12 in part repayipent of “excess” credit 
to C in 1976) 
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In 197S, C would be liable to pay Ra. 700 only (Rf. 2,100 kas Ra, l,40(Qi 
and tbat too only if his share of profit exceeds Rs. 10,000. 

(ii) One of the partners gives a guarantee that should another partner’s 
share of profit fall below a certain figure, he would make up the difference. It 
would be better to distribute the profits as if no such arrangement exists and 
then, if need ^ to credit the partner in whose favour the guarantee is given and 
debit the guarantor partner for the difference between the guaranteed amount 
and the actual share of the guaranteed partner. 

The Profit R Loss Appropriation Account may itself be worked out in a 
way to show therein the amount of profit to be credited to the various partners. 
This is explained by an illustration given below. 


lUastratioB : A, B and C are partners in a firm of Chartered Accountants. 
Profits of the firm are shared among them in the ratio of 3 : 2 : 1. B is entitled 
to a salary of Rs. 500 per month which is chargeable against the profits, and C 
to a salary of Rs. 300 per month which has to come out of B’s share of profits. 
Partners are entitled to interest on capital ® 5% per annum and their balances 
in Capital Account on December 31. 1976, were: A Rs. 12.000 ; B Rs. 6,000. 
and C Rs. 3,000. Net profit of the firm for the year ending on December 31, 
1977, was Rs. SS.140 before charging partners’ salaries or interest of capitals. 
Show the distribution of profits between the partners. 


SelatioB 


Messrs A, B and C 


Profit A Loss Appropriation Account 1 


December 31,1977 

Salary to partners: 

Rs. 

Rs. 

B 

6,000 


C (Salary to be borne 

3,600 

9,600 

byB) 

To Interest on Capital i 



A 

600 


B 

300 


C 

1 Share of Profits : 

150 

1,050 

A: (1/2) 

B;(l/3) 16.030 

Less Salary 

24,045* 


to C 3,600 

12,430 


C 1 (1/6) 

8,015 

44,490 


Total 

55,140 


By Balance b/d 


Rs. 

SS.140 


Total SS.140 


* 1/2 of Rs. 48,090, i.€., Rs. SS,i40 less Rs. 7,0S0, salary to B and interest on 
eapitali. 



(iiO A partner goeranteea tliat the profit of the firm would not be below 
a oertain figu*^. In such a case, should the actual profit of the firm be lower 
than the guarantee figure, the difference should be debited to the guarantor 
partner and credited to the Profit ft Loss Appropriation Aecount, tte balance 
of which should be divided in the agreed ratio among the partners. 

(iv) A partner may agree, on the joining of a new partner that should the 
share of profit due to the new partner exceeds a certain figure, he would b:ar the 
difference. In other words, he guarantees to the other partners (but not new 
partner) that the share of profits to the new partner would not exceed a stipula¬ 
ted figure. In reality, the partners other than the new one and the guarantor- 

S rtner, should share profits as if the new partner would get only the stipulated 
ure. But the arran^ment nay be worked out in two ways as shown in the 
working of t^ illustration given below. 

lUastratioa : With effect front Ist January, 1976, M the manager in the 
firm of R, S and T who were sharing profits and losses in the ratio of 5/9, and 
2/9 and 2/9 respectively, was admitted as partner in the firm with a 1/10 sham. 
It was agreed that should M’s share of profits exceeds his remuneration as 
Manager, R should bear the excess. As Manager, M was entitled to a salary 
of Ri. J.OrO p.m. together with 2% of profits after charging the salary and 
comniisiion. 

When accounts were drawn up for 1976, by mistake the salary and com¬ 
mission as shown above for M were debited to the Profit and Loss Account 
which then shoured a credit balance of Rs. 3,00,000. Prepare a statement show¬ 
ing the distribution of profits for 1976. 

SolatloB: 


Profit as given 

Add : M’s Salary 

M’s Commission 


Rs. Rs. 

3.00,000 

24,000 

6,000 30,000 



3,30,000 

Stataseat showing diatribotlon of profit 


Profit (Pf. 3.30,000) 

R 

Rs. 

1.65,000 

STM 
Rs. Rs. Rs 

66,000 66.000 33.000 

Excess amount to M over that 
due to him as manager 

-3,000 

+1,500 +1,500 
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Alteraathtly (shares of S A T calculating considering as if M is still a 
manager) 


R 


Ra. 

1,63,666 

(Balance after ahares of other) 

S 


66.667 

(2/9 of Rs. 3,00,000) 

T 


66.667 

H f» 9f 

M 


33,000 

(1/10 of 3,30,000) 


Total 

3,30,000 



It is considered that the alternative vrorking is correct since under the first 
method S and T get more than what they would have received, had M continued 
as manager, which cannot be the intention of the agreement. The main point 
of the agreement is that S and T should not suffer on M’s becoming a partner. 
This is ensured in the alternative distribution of profit. 


SELF-EXAMINATION QUESTIONS 

TkcM SMstlaM are lataadMl t« aaaMc the ataSem te teat bla kaowledat balwe froccedlaa 
la aaawer the teat saaer. Aaswera to theae aaeatloM ara ael rceahrei to ha writtoa or 
aabaUttaS for avalaatlOB. 

1. On December 31, 1978 three partners had the following amonnts to the 
credit of their Capital Account: A Rs. 50,000; B Rs- 30,000; C Rs. 20.000. On 
January 1, 1978, they hod to the credit of their Drawing Accounts : A Rs. 7,500; 
B. Rs 5 000; C Rs. 4.000. Profits are divisible in the same proportion as the 
capital upto Rs. 20,000. On any excess, A gets 20%, B 40%, C 40%. A 
withdraws during the year Rs. 5,000, B Rs. 4,000 and C Rs. 3,000. 

The profit for the year amounted to Rs. 30,000 before charging interest on 
capital, which is to be charged at 6% per annum. Draw up the Profit and Loss 
Appropriation A..count and Drawing Accounts of partners for the year 1978. 
No interest is chargeable on drawings. [Profit {total) A, Rs, 13,800 ; B Rs. 9,400; 
C Rs. 6,800]. 


2. The Capital Accounts of A, B and C working in partnership were as 
follows : 

ABC 

January 1, 1978 Rs. 10,000 15,000 20.000 

December 31, 1978 Rs. 11,000 16,000 22.000 




They shared profits in proportion to their capital, and interest was charge¬ 
able at the rate of 6% on capital and 5% on drawings, llie drawings during 
the year 1978 were Rs. 3,000, Rs. 5,000 and Rs. 6,000 respectively. The profit 
for the year amounted to Rs. 18.000. But somehow, the same was arrived 
without adjusting interest as aforementioned. Show the adjustment which 
should be made in tbe Current Accounts of partners as on December 31, 1978, 
to give effect to the aforementioned provisions as regards adjustment of interest 
set up the journal entry which would have to be recorded. {Debit B Rs. 8 t 
Credit A . Bs. 3 and admit C, Rs. S), 
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9> A and B warn working in partnenhip. They admit C as a partner. The 
rerised profit sharing ratio is : A 30%. B 40% and 10% and in addition, C is 
gben a grantee diat his share in profit in any year will not be less than Rs. 
S.OOO. The profit for the year ended December 31, 1977, amounted to Ra. 
41.000. Show the Profit and Lou Appropriation Account with share of profit 
V * of eadi of the partners according to the aforementioned terms. A Bf. X,000 ; 
B Bs. 16,000 C. Bs. 3,000). 

4, Patel and Oandhi are practising at Chartered Accountants sharing 
profits 2/3 and 1/3. On Itt Jacuary. 1978, they decided to admit Dinabhai. 
Patel’s ton at a partner having 1/S in the profit of the firm, Dinabhai was 
previonsly working at a manager at a salary of Rs. SOO p.m. plus S% of net 
profit remaining after charging his salary and commission. The excew due to 
Dinabhai as partner over what he received as manager would be borne by f atd. 
The profit for the year ended December jl. 1978 amounted to Rs. 48,000. Draw 
up the Profit aud Loss Appropriation Account to show the share of each of the 
three partners of the firm. {Patel Rs. 23,067 ; Gandhi Rs. 13,331 : Dinabhai 
Rs. 9.600). 

5. M, S and V were in partnership sharing profits and losses in the ratio of 
3:2; 1. Their capital stood fixed at Rs. 40,000, Rs. 20,000 and Rs. 15,000 
respectively. On 1st April, 1978 N, the Sales Manager, was admitted as a 
partner on his bringing in Rs. 10,000 as capital. The profit sharing ratio was 
to be M 4/10, S 3/10, V 2/10 and salary of Rs. 8,000 p.a. and N 1/10. 

N had previonsly been paid a salary of Rs, 12,000 p.a. and a commiuion of 
3% on profit after adjusting interest and any salary or commission. Interest is 
allowed on fixed capital at 6% p.a. and is cha'ged on drawing @ 5% p.a. 
Drawings were made by all partners @ Rs 1,000 p.a. at the end of each month. 

It was agreed that for the first year of the new partnership any excess of 
his share of profit over what N would have received as Sales Manager should be 
charged to M. 

The profits for 1978-79 before interest and salary were Rs. 3,36,000 including 
Rs. 3,000 against a bad debt written off in 1977-78. Prepare a statement showing 
the amount receivable bv each partner, \M. Rs. 1.25,815 ; S, Rs. 1,01,896 V, Rs. 
75,777 : If Rs. 32,425 plus Rs. 87 as commission on bad debts recoyered], 

^ CHANGES IN THE CONSTITUTION OF A PARTNERSHIP 

Subsequents to the formation of the partnership, there may be a number of 
changes without the firm coming to an end. Tucse may be as given below: 

(i) The mntnal profit sharing ratio may be changed ; 

(ii) A new partner may be admitted ; 

(iii) A partner may retire or die. 

It is natural that when any of these changes occur, the profits or losses upto 
the date of the change and those subsequent to it should be segregated and 
adjust^ suitably. The former will have to be dealt with according to the 
previous mutual rights and obligations, and the latter according to the nev,- 
mutosl rights and obligations. For example, if two partners A and B wt'.hr-tre 



3,750 




Wye’i Capital Account Dr. 

To Exe*i Capital Account 
(Amount due from Wjre to Eze on hit be¬ 
coming an equal partner with Exe; be gets 
12/32*—9/32* Or 3/32 share of profit 
from Exe and, therefore, should pay 
Rt. 40000**x3/32 to him) 


3,750 




tcond Method 
78 

an. 1 Cash Account Dr. 

To 2^*8 Capital Account 
(Amount brought in by Zed on hit joining 
the firm) 

Goodwill Account Dr. 

To Bze*t Capital Account 
To Wye’s Capital Account 
(Goodwill credited to Eze and Wye, at Its 
fhll value, in the old profit sharing ratio). 

Exe't Capital Account Dr. 

Wye's Capital Account Dr. 

Zed's Capital Account Dr. 

To Goodwill Account 
(Goodwill Account written off to all 
partners in the new profit sharing ratio). 

It will be seen that the net effect of the entries made in both cases is the 
same. 

Hi) Where the Incoming partner does not pay cash for his share of Goodwill: 

(a) Debit Goodwill Account and Credit the old partners Car^tal Accounts 
with the full value of the goodwill in the proportion in which they were 
sharing profits. 

(b) The goodwill Account so created may, after admission of the new 
partner, be written back by debiting all the partners, including the new 
partner, in the new profit sharing ratio. 

As a result of these entries. Goodwill Account will be doled. It should be 0 
eted that the entry in (b) above is not necMsary but it is usual to pass this entry, 
tis an accepted principal the goodwill should not appear in, or be brought into 
le books, except by purchase. 

Note: Where goodwill appears in the books at lees than its true value, any 
of the following methods may be adopted depending upon the circum¬ 
stances in each case. 


40,000 


40.000 


40,000 


25.000 

15,000 


15,000 

15,000 

10,000 


40,000 


* After Zed's share of 1/4, the share for other partners Is 3/4; Wye's old 
tare for this would have been 3/4 X 3/8 or 9/32. After the new arrangement it's 
/8 or 12/32. 

**Zed pays Rs. 10,000 as goodwill for a fourth share; hence total value of 
)OdwUl is Rt. 40,000. 




(a) Write off die t»eok t«1im of tbe geodirin to tlie oM fiartneri* Capitil 
Acconnu in their wojit-aharins ratio, eliminating good^U entirely uam 
the bodka; thereanet, make entries aa above. 

(b) The book valoe. of goodwill may be railed to ita aotnal value, crediting 

■r tbe aorfdai to the old partnera in their old profit sharing ratio; there¬ 

after, make entries as above. 

(c) In^ ^e it ii desired to retain the book value of the goodwill as its 
original fignre which is lower than ita real valiH^ the difference should be 
treated as an undisclosed asset. Since tbe incoming partner would 
acquire a share in the undisclosed goodwill of the business, he should be 
debited with an amount equal to the value of the undisclosed asset as is 
proportionate to his share, and the account of the old partners credited. 
The net result would be that though the incoming partner shall introduce 
cash to pay for his share in whole of the goodwill, only the part of cash 
so paid which he represents his share of tbe recorded goodwill shall con- 
tiniw to appear in his Capital Account; the balance will be adjusted 
against the aforementioned debit to his Capital Account. 

[Student should study pp. 342—345 of textbook no (0 Eleventh Edition]. 

Tutorial Note : On the admission of a new partner, any reserve or 
undistributed profits appearing in the balance sheet should be credited 
to the old partners, capVal (or current) accounts in their mutual profit- 
sharing ratio. 

Sevnlnatlai of asaets and liabilities : On admission of a new partner, u 
on the retirement or death of a partner. It is usual to revalue assets and liabilities 
so as to bring into account changes in the value before the change in partnership 
takes effect. A Revaluation Account or l^ofit or Loss Adjustment Account is 
opened. This account is debited if there is reduction in tbe value of aoy asset or 
increase iu any liabiiity—tbe asset of liability concerned king credited. Should 
there be an increase in the value of an asset or reduction in the amount of a 
liability these accounts should be debited and tbe Revaluation Account credited.* 
This Account is then closed by transfer to the Capital Accounts of the old 
partners in the profit sharing ratio. Assets and liabilities will apprar in the . 
balance sheet at the new figures. 

} niustihtioa : Dutt and Nair are in partnership sharing profits and losses in 
the ratio of 3 : 2. On let January 1978 they admitted Swamy into partnership. 
He paid Rs. 25,000 as his capital but nothing for goodwill which was valued at 
Ri. 20,000 for the firm. He acquired a fifth share in profits, equally from both 
partners. It was also decided that: 

0) Land and bulldina be written up by Rs. 10,000; 

(ii) Stodc be written down by R*. l.eOO; 


*ln case it is decided to reduce the value of a book debt, it would be better 
to credit tlm amount concerned to Provision for Bad and Doubtful Debts Account 
an^ot to Sundry Debtori. 



(lU) Ai>rovitionof]U.^becrMtedfordoobtftiIdebts: 

(hr) An unonnt of Ri. 600 indnded in Sundry Cnditon be written badt w 
no loafer payable: 

The Balance Sheet of Dntt and Nair on 3itt Dec. 1977 waa aa under S 


umitus 


Ra. 

AStetM 

Ra. 

Capital Account; ■ 
Dutt 

Nair 

Reserve 

Sundry Creditors 

40,000 

30,000 

70,000 

10,000 

13,600 

Land and BnUdlnp 

Plant and Madiinery 
Stock 

Sundry Debtors 

Cash at Bank 

Cash in hand 

30,000 

33,000 

18/)00 

10,000 

uxa 

600 



95,600 


93,600 


Record the oiattera ariainf on the admiaaion of Swamy in the Journal and 
given the reaultant Balance ShMt. 


Solatfon: 


Jonmal ef M/a. Dntt, Nalr and Swaaiy 


1978 

Jan. 1 Bank Account Dr. 

To Swamy’a Capital Account 
(Amount brought in by Swamy aa hia capital 
on his admiuion to the firm aa per agreement) 

„ Goodwill Account Dr. 

To Dutt’a Capital Account 
To Nair’a Capital Account 
Goodwill ralaed on Swamy’a admiaaion— 
credited to Dntt and Nair in rheir profit* 
aharing ratio). 

M Reserve A/c Dr. 

To Dutt’s Capital Account 
To Nair’a Caidtal Account 
(Reserve standing in the books at Rs. 10,000 
transferred to the Capital Accounts of Dott 
and Nair, in their profit sharing ratio). 

„ Land A Building Account Dr. 

Sundry Creditors Dr. 

To Revaluation Account 
(Amount debited to Land A Biiilding A/a 
to increase its valne by Ra. 10,000 and 
that debited to Sundry Creditors to reduce 
them by Ra. 600 ua pM agreement. 


Dr. 

Rs. 

23,000 


20,000 


10,000 


10,000 

600 


Cr. 

Rs. 

75,000 


12,000 

8,000 


6,000 

4,000 


10,600 



1 » 


Dr. 

Rj. 

1 Reraliution Aooonnt Dr. 2,100 

To Stock 

To ProriiUm for Donbtfal Debts A/o 

(Wkltini down the vahiB ct stock and crea* 
tion of Provision for Doabtfnl Debts as per 
afieement). 


Or. 

Rs. 


1,600 

500 


Revaloation Account Dr. 8.500 

To Dott’s Capital Account 5,100 

To Nair’s Capital Account 3,400 

(Transfer of profit on revaluation of assets 
and liabilities to Dutt and Nair, in the 
ratio of 3 > 2). 


Balaaee Sheet of M/s Dutt, NaIr A Swamy as at January 1,1978 


UabiUtUa 

Rs. 

Assets 

Rs. 

}ital Account t 

Rs. 

Qoedwill 

20,000 

Dutt 

63,100 

Land & Buildings 

40,000 

Nair 

45,400 

Plant & Machinery 

35.000 

Swamy 

25,000 

Stock 

16,400 

idry Creditors 

- 1,33,500 

15,000 

1,48,500 

Sundry Debtors 10,000 

Lex : Provision for 500 
Doubtful Debts——— 
Cash at Bank 

Cash in hand 

9,500 

27,000 

600 

1,48,500 


Amomt qf assets and liaWMts not to be changed : The partners may agree 
leave the figures of assets and liabilities undianged as of old but still to account 
the profit or loss on revaluation. In such a case a Memorandum Revaluation 
count ii prepared - it is debited for losses and credited for gains but the double 
try in the asset or liability account is not completed. The profit or loss on the 
smorandnm Reviduation Account is transferred to the Capital Account of old 
rtners in the old profit-sharing ratio and a reverse entry is made for the amount 
the accounts of idl partners (including the incoming partner) in the new profit- 
Bring ratio. This, if the Memorandum Revaluation Account reveate a loss, the 
tries will be: 

(0 Old Partners’ Capital Acoonnts Dr. 

To Memorandum Revaluation Account 
((^d profit-sharing ratio), 

Oi) Memorandum Revaluation Account Dr. 

To all Partners’ Cajpital Accounts 
(New pre^-sharing ratio). 


.V. 




'i! 



M 


<}itc: ta tba cue described abore, it shoidd be presnmed that Goodwill, if 
, . raised hu to be written off. But cub and bau balance will, of course, 
dutnge, 


In the illustration given above, if the ^res of assets and liabilities are to 
eotain unchanged, the following three entrica will be neCesiary insttad of the lut cf 


Dutt’s Capital Account* 

Nair’s Capital Account* 

Swamy*8 Capital Account 
To Goodwill Account 
(Goodwill written off to all partners in 
the new profit-sharing ratio) 

Memorandnn Revaluation Account 
To Dutt’s Capital Account 
To Nair’s Capital Account 
(Profit on revaluation credited to Dult and 
Nair in the ratio of 3 : 2) 

Dutt’s Capital Account 
Nair's Capital Account 
Swamy's ^pital Account 

To Memorandum Revaluation A/c 
(Debit to a)i partrers in respect of profit 
written back in the new profit sharing ratio) 

The balance*sbeet now appears as follows: 

Balance Sheet of M/s, Ontt, NaIr ud Swany u at Jan. 1, 1973 



Dr. 

Cr. 


Rs. 

Rs. 

Dr. 

10,000 


Dr. 

«,000 


Dr. 

4,000 

20,000 

Dr. 

8,500 

5,100 

3,400 

Dr. 

4,250 


Dr. 

2.550 


Dr. 

1,700 

8,500 

u at Jan. 1, 1973 



Liabilities 

Rs. Rs. 

Assets 

Rs 

Z^apital Accounts 


Land A Building 

30,000 

Dutt 

48 85 ) 

Plant A Machinery 

55,000 

Nair 

36.850 

Stock 

18.000 

Swamy 

19,300 1,05,000 

Sundry Debtors 

10,000 


—— 

Cash at Bank 

27,000 

Sundry Creditors 

15,600 

Cash in Hand 

600 


1,20,600 


1,20,600 

N. B : If it is desired to show Reserve 

Fund at Rs. 10,000, this account will be 


credited by debit to Dott, Nair and Swatny in the ratio of 5 : ? t 2. 

The illustration given above is a case of contribution since on Swamy’s 
joining the firm, the capital of the firm is augmented Iw 25.000. It Swamy were 
:o pay the amount suitably calculated for goodwill, profit or loss (on revaluation, 
reserves) 


*Swaniy acquires Lis fifth share equally from Ontt and Nair, 1/10 from each; 
hence Dutt will get 5/10, Nair 3/10 and Swamy 2/10. 





e existinf partners fo at to leave to total capital of the firm oc rh aa t alilt 
d be a case of purehoM ef:«aek 

< Adj^eat of ‘Caah Pro^*-‘C«A’ Baaii to ‘Eaned* Buie ^' 

Where a firlnrbas b^en cari7iq$ (In bdi^nest 'o^ a ‘caA basi|. aii,cK^I^ 
iriie which nectwtktei ^e 'precise ^tsipesUiimeat of j^ofit^ irofib'as 
ire^atsofio^oiife tax -Bul;b 9 rltie 8 or the 'dts^kolution of partn^hip; It 
ith inexpedient and ! tthdersirahle to inteifexe with the partnera* capital or 
r aocounta alieady in the books; so that a Statement or Memorthduin 
>nnt is prepared showing the eicCss or diminished ;'nroflft ascertained ^ a 
basis, the differences being allocated to ew^ parthtf.' Where tm ^uMnona 
I which demand the ascertainment of trt^ profit or lOss fdr'each jbar^he 
:et is extremely simple, as all that resuites' to be done is to ht^ two 
mns, one for increase of profit and the other for decrea^, for each year, the 
rence being the increased or decreased prriflt or loss which is then ^located 
)tal between the partners. It is, clear that any difference in profit or lots 
t be reflected by an increase or d^ease in asset or liability, and this forata 
reciprocal entry to that debited oi credited to the partners* accounts. ■ 

JSTSATION 

M/s A A B were partners sharing profits and losses in the ratio of 3 ; 2. 
IT decided that with effect from j St January, . 1979, they wouM share profit! 
losses equally but this diclsion was taken after the 1979 profits were divided 
le previous ratio. On the question of the revision beipg taken up, it was 
jvered that profits for some years had hot been properly arrived at; 
tanding expenses and accrued income had not been taken into account, 
figures in this respect were as follows:— >- i 

1976 1977 1978 1979 

I^s ILs 

Bt for the year as per P A L A/c 20,000 21.000 ' 25,000 30,1^ 

standing Expenses (as on 31st Dec.) 3,000 1,500 ^ 2,000 2,300 

'ued Income ( „ ) 1,000 1,000 1,500 I jDOO 

On 31st Pecember, 1978, the firm had Rs. 5,000 as General Reserve, Good* 
was to be valued at the aggregate of two yet^a’ profiw preceding: the date on 
;h the question arose. 

The partners decided to leave the Reserve undisturbed and not to raise 
id will Account but to make the necessary adjustments in their capital 
mats which on 3l8t Deo., 1969 stood at RS. 50,000 for A and Rs. 30,000 

On 1st January, 1980 C was admitted into Jhe partnership and was g{^ 1/5 
e in profits. Goodwill was agreed to be ascertained by capitalising the 
age profits for 1979 and 1978 at 20%*. C was to contribute proportionate 
tal and the capitals of A A B were to be equal, adjustment bdng made 
lugh current accounts. The profit during 1980 was Rs. 30,000. The 
vings were : A Rs. 15,800, B Rs. 10,000, antiC Rs. 

Prepare the Capital and Current Accounts of the, partners for 1980. 

>italisation method of valuing goodwill baa been discusKd on page 896 in 
anced Accounts by Prof. Shtwa and Orewa}. 
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1979 

A 

B C 

1979 

A 

B 

Dee. 31 

Ra. 

Ra. Ra. 

Dee. 31 

Ra. 

JU. 

To P ft L A^itut* 



By balance b/d 

50,000 

30.000 

anent Aoooaot 

18,000 

12,000 

M PftLAdjiiat* 



„ Ontatandinf 



ment Acootmt 

14,500 

14,500 

Expenaea 



M Ruarve A/C 

3,000 

2.000 

(neton3M^78) 360 

200 

H Goodwill A/c 

28,500 

19,000 

„ Reaenre A/e 

2,500 

2,500 




„ Goodwill A/e 

23,750 

23,750 




M Balance A/c 

51,450 

27,050 





96,000 

65,500 


96,000 

65,500 


o 

Rm. 

tjh 


IMO 

Jan. 1 ABC 

Ra. R>. Ra. 

To Corrent Acoo* 

M nota, tranafer 2S,700 1,300 
Balance c/d 34.000 34,000 27,000 


1980 

Jan. 1 

A B 

C 


Ra. Ra. 

Ra. 

By Balance b/d 51,450 27,050 


M Goodwill 

25,750 25,750 


„ Reaenre A/c 
„ Bank 

2,500 2,500 

27,000 


79,700 55,300 27,000 


79,700 55,300 27,000 


Fraft A Leaa AdNdnent Aceomc aa 31at Dee. 19^ 

Ra. 

To Outitandinf Ezpenaea (79) 2,5^0 By A’a Capital 18,600 

Aocmed Income (71) 1,300 ..B’a Capital 12.000 

M Balance Partnera Capital „ Accrued Income (79) 1,000 

Acoonnta: 

A 14,500 „ Ontitanding Expenaes (78) 2.000 

B 14,300 29,000 ’ 


1980 Dec. 31 
To DraTinf 


33.000 

Pattaar'a Ottrcnt Aecooita 
B C 


A 

15,800 10.^ 7.M0 


.. Balance c/d 24,300 5,100 200 


1980 Jan. 1 
By Capital 
Account 
„ Profit ft 
Lou A/c 


33,000 


f 


A B 
Ra. Rs. 

25,700 1,300 


C 

Ra. 


14,400 14,400 7.200 


40,100 15,700 7,200 


40,100 15,700 7,200 






WerktHg nott$ : 


(i) Adjntted proflu: 

1977 

1978 

1979 


Rs. 

Rs. 

Rs. 

Proite aa abown 

21.000 

25,000 

30,000 

Add ontatandlni eq^enaea 


1.500 

IfiOO 

of preriona year 

3,000 

„ Acemed Income of 



1,000 

current year 

1,000 

1,50C 


25,000 

28.000 

33,000 

Leaa Outstanding expenaea 

—2,000 

-2,500 

of enrrent year 

“1,500 

n Accrued income of preriona year 

-1,000 

—1,000 

-l.f00 


22,500 

25.000 

29,000 

00 Goodwill eqnal to aggregate 1977 ft 78 proita or Ra. 47»S00 

Rs. 

(iii) Ontatanding expenaea on 31it Dec. 71 



2,000 

Accrued income on Slat Dee. 78 



1,500 

Net ontatanding to be debited to partners 

• 

” 500 

Ov) Valuation of goodwill on l«l-80 



25.000 

Profits 78 



.. 79 



29 000 




54,000 

Average 

Value of business : average profits 
t capitdised 9 20% 

Existing Capitals ^ A ft B on 



27,000 

1.35.COO 


78,500 


14-ie 

Add Reserve 


S.000 

88,500 

Value of Goodwill 



51,500 


Studtntt art adrtted ta worit oat Um Qatttbm S2 on page 389 of the toat-book 
no. (/) Adfonced Aecounta by Prof. ShakJa 4 Qttwal. 

DIsttiiethNi ketwcn > « rc >>w ui When a new partner h 

admitted into partnenhip, he may bo nqoircd to contribnte capital in fwoportion 
to hU proflt-iharinf ratio. The caktilauoa of the aaowitiofe^Mtal whidilie 



wiD be required to contribute will depend upon whether the originel totel 
(before edmiuion) will remain unchanged or not In the cue of putcbaae, 
the laooming partner will acqtdre histhare of capital from tie *M puture 
wheee capital ^1 then stand reduced. In ease of contribution, the capital of 
tip laooming paetaer is in addition to that of the old partners-^tbp total tbue 
increases. 


, Purchase x If the total teuMins intact, then the new partner will bring in an 
anioant equal to the proportion (in the profit sharing rau6) of the total upitu 
before ad mission. For example X and Y with capitals of Rs. 16,000 and 
Rs. 8,000 respectively share profit in the ratio of 7: 5. They'admit Z into 
partnership with l/4th share of the future profits Z is reqnired to bring in 
camtal proportionate to his profit sharing ratio and the total capital of the firm 
before admission will remain unchanged. In this case Z will have to bring in 
Rs. 6.000 (being l/4th of Rs 24.000) u his capital. This amount will be with¬ 
drawn by X and Yin their profits sharing ratio. X will withdraw Rs. 3.500. i.e., 
(7/12 of Rs 6.000, and Y Rs. 2,500 respectively leaving their capitals u 
Rs. 1Z500 and Ra. 5,500 respectively. 

If the capital of all the partneis is intended to be proportionate to their 
profits sharing ratio, then the amount of Rs. 6,000 will be distributed between 
A and Y u follows : 




X 

Old Capital 16,000 

New Capital 10,500 


Y Z 
8,000 ~ 
7,500 6,000 


(in the new profit sharing ratio 
of 7 : 5 ; 4 tuing Z*s capital u 
the base) 


+5,500 +500 

Rs. 5,000 and Rs. 500 will be withdrawn by X and Y respectively. 

Contribution : In this case, the incoming partner contributed his share of 
capital as emerging after he pays in the requisite amount. Suppose, P anoQ 
(sharing profit and losses in the ratio cf 4:1) have Rs. 12,000 and Rs. 4,000 
respectively as their capitals R is admitted into partnership on condition that 
be has te contribute an amount of capital proportionate to bis profit sharing 
ratio (1/5) and the amount is to remain in the business. Then R will be 
required to bring in Rs. 4,000 i.e., l/4th of Rs. 16,000 u bis cuital of P, that 
the capital Q and R will be Rs. 12,000. Rs. 4,000 and Rs. 4,0(S0 respectively. ; 
[If after R’s admission capital is Rs. 5, be must have paid Re. 1, before his 
admission ihe capital was Rs. 4 therefore, be pays l/4th of the capital before he 
joined the firm). 

If it intended that the capitals of all the partners should be proportionate 
then the calculation will be made as follows: 


P. Q R. . , 

Rs. Rj'. Ra. 

12,000 4,000 4,080' 

12,800 3,200 4,OQO , fin the new profit-sharing ratio of 15:4:5) 
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P will be repaired to Mng in Ka. tOO ud Q win receive Ra. 800 and their 
capital account wiH be credited and debited respectively so that the balance of 
capitals of P, Q and R will be Ra. 12.800. Ri. 3,200. and Ri. 4.000 respectively. . 

Note: The discussion on Goodwill, revaluation of assets and liabilities, also 
applies in the case of retirement or death of a partner. In the former 
cate, the amount due to the retiring partner should be transferred 
to his Loan Account and. in cate a partner dies, the amount due 
to him should be transferred to the account opened in the name of 
his executor. 


PajBMnt of share to aa outgoing partner: The amount due to an outgoing 
partner is liability of the firm except where the share of the deceased devolve 
on the continuing partner according to a provision contained in the partnership 
agreement, in wUch case it is the personal liability of the continuing partner. 

Elliot V. Elliot: Where the interest of a retiring partner, according to the 
terms of the partnership agreement, is to be taken over bv the continuing partnm 
so far taken as the books of the firm are concerned, the wonnt due to the 
retiring partner will be credited to the amounts of the remaining partners who 
will be responsible directly to pay the amount to retiring partner. 


I \ 


If the amount duo to the retiring partner is the liablli^ of the firm, often 
enough its payment might inv. Ive a great strain on the financial resources of the 
firm unless a joint life policy on the death on any one of the Mrtaers or separate 
policies on the life of each partner (the amount whereof recoverable on the 
death of the partner) has been taken out. In the absence thereof, it may 
necessary to adopt one or other of the methuds stated below to defer the 
liability. 

(a) Repayment being made by agreed insUlments over a period of years, 
interest being allowed on the diminishing balance of the amount due. 

(b) The amount due being treated as a loan to the firm : mther carding 
the right to a fixed rate of interest or a share in the profit of the firm. 

(c) Annuity being paid to the retired partner for life or an agreed number 
of years or during the life of a dependent. 


TUTORIAL NOTES t 

(1) Solution to a problem which postulates that the amount Auto a reti^g 
partner by the firm will be repaid to him by any one of the metj^s of oforementte^ 
^ would not involve any complicated accounting. All that will be necessary U tjutt 
the amount due to retiring partner should be first credited to his lo^ 
it is repaid by instalment along with interest w a share in profit ; the amoimt oj 
profits also should be credited to his account from year to year. If my ammy ts 
payable, the credit balance of the retiring pmtner should be 
mhrent manner as discussed hereinafter. {Refer to illustrations at pages 22m-m 
'’Accountancy* by Pickles Fourth Edttionji 
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For determining the share of pntfit payable to the retiring pattnei'either 
an interim account is prepared tipto the date of retirement or the amount of profit 
of the financial year ending after retirement is split into that accrtdng in the ‘prd’ 
•and post* retirement periods. 


Joint Life Poiiden; On the death of a partner, invariably, there ii an 
immediate demand from hie representatives for payment to them of the whole of 
the amount standing to his credit which may consist of the loan advanced by 
him, his capital, share in profit and goodwill of the business. In order that the 
firm may have sufficient ready cash if such a demand arises, some firms take out 
insurance policies or separate joint lives of partners for payment of the share of 
the deceased partner. The premium paid on such policies may be treated in the 
accounts in either of the following two ways. 

(a) Debit to Profit and Loss Account : The premium paid each year is 
debited to the Profit and Loss Account. The accounts of the firm, in this case, 
wotdd not show thd life policy as an asset. Therefore when the amount of the 
policy is received, it will be crMited to the current accounts of the partners in 
their profit-sharing ratio. The treatment will be the same, irrespective of 
whether a single joint policy was taken out or separate policies were taken out. 
In the latter case, on the death of a partner, though only the claim on his policy 
will be received, yet for determining the deceased partner's share in the assets of 
the firm the amounts of the surrender value of policies standing in the names of 
all the surviving partners would also be taken into account. 

(b) Maintaining « Ufe Policy Account In this case, the amount of premium 
IS debitrd to the Life Policy Account which continues to appear as an asset in the 
broks of the firm and the amount of claim, when realised, is created to it, any 
difference being either debited or credited to the Profit and Loss Account. Since 
the surrender value of a life policy is always less than the total premium paid, 
certain firms prefer to carry the asset at its surrender value so that the asset is 
shown as its realisable value. If this is desired, an amount equal to the premium 
paid on the policy, during each year, is transferred by debit to the l^ofit and 
Loss Account, and credited to a Life Policy Reserve Account; the surren^r value 
of the policy is ascertained and the amount, by which the balance in the Life 
Policy Account exeeeds the surrender value, is debited to the Policy Reserve 
Account and credited to the Life Policy Account. When the policy matures on 
the death of a partner, the amount received in excess of the surrender value is 
credited to tljie Policy Reserve Account. Where it does not, the asset is taken 
over by the edetinuing partners at its face value which is either surrendered to 
the insurance cou^pany, against payment of surrender value or continued depend¬ 
ing up.on the financial position of the concern at the time. The Policy Reserve 
Account afterwards is closed off by transferring its balance to the Profit and Lou 
Account or the Capital Accounts of partners. 

Illustration : A and B sharing profit and losses in the ratio of 3:2, took out 
joint policy on January L 1981, for Rs. 20,000. annual premium payaWe 9Q 





tha policy wu Ra, 2,000 ; rarrendar value it nil in the first year but thereafter 
it increased Rt. I,fi00 per annum. On December 31,19e4, A diet. Show the 
Polipy Acoooat and Reterye Account in the boaki of the firm. 


W SalMtea; 




Dr. 

Ptdi^ Acconnt 

Cr. 

19tl 

Jan. 1 to Cash—Premium 
1982 

Jan. 1 to Cash—Premium 

Rs. 

2.000 

2,000 

1981 

Dec. 31 By Policy Romivc A/c 

1982 

Dec. 31 By Policy Reserve A/c 
„ Balance c/d 

Rs. 

2.000 

400 

1,600 

1983 

Jan. 1 to Balance b/d 
„ Cash—Premium 

2.000 

1983 

Dee. 31 By Policy Reserve A/c 
„ Balance c/d 

2,000 

1,600 

2,000 

400 

3,200 

1984 

Jan. 1 To Balance b/d 
(, Cash—Premium 
„ Balance trfd. 

Policy Reserve A/c 

3.600 

1984 

Dec. 31 By Cash (amount of 
claim received) 

3,600 

3,200 

2.000 

14,800 

20,000 


20,600 


20,000 


Fallcy ReMrre Accaont 


r 

1981 
Dec. 31 

To Policy Account 

Rs. 

2,000 

1981 

Dec. 31 By Profit A Loss A/c 

Rs. 

2,000 


1982 
Dec. 31 

To Policy Account 
„ Balance c/d 

400 

1,600 

1982 

Dec. 31 By Profit & Lou A/c 

2,000 


2,000 2,000 



1983 
Dec. 31 

To Policy Account 
,, Balance c/d 

400 

3,200 

1983 

Jan. 1 By Balance b/d 

Dec. 31 „ Profit & Loss A/c 

LfiOl 

2,000 



3,600 


3,600 

1984 
Dec. 31 

To Transfer to: 

A (3/5) 

B (2/5) 

10,800 

7,200 

1984 

Jan. 1 By Balance c/d 

Dec. 31 „ Policy Account 

3,200 

14,800 



18,000 


18,000 


A having died on 31st December. 1984, for the year ended that date, no 
amount would be transferred to the Policy Account. On the other hand, the 
surplus in the Policy Account (amount received in excess of the surrender value 
of the policy) would be transferred to the Policy Reserve Account, and the 
balance of that account Rs. 18,000, would be divided between A and B in the 
profit-sharing ratio. 

ReUrement or Death of Partaer: 

Upon the retirement or death of a partner, the balance due to him or his 
estate is the first matter that claims attention. Just as it has been seen that prior 
to the introduction of a new partner, the old partners will usually adjust their 
Capital Accounts by revaluation, so in the case of retirement or death of a 
partner a revaluation—subject always to the provisions of the partnership agree¬ 
ment—will take place in order to arrive at the true balance due the ex-partner. 

Where no adjusting entries are required, a simple transfer will be made by 
debiting Capital Account and crediting Loan Account of the retired or deceased 
partner: in addition, if other accounts relating to the latter exist, e.g. Drawings 
Account and Current Account, they must be transferred to the Loan Account. 

In the event of the accounts being drawn up to the date of death or retire- 
meat, no departure from the normal procedure arises, but it will be necessary to 
see that every revaluation required by the terms of the partnership agreement is 
made. It has been laid down judicially that, in the absence of contrary agree¬ 
ment, all assets and liabilities must be taken at a ‘fair value' not merely a 'book 
value* basis, thus involving recording entries for both appreciation and deprecia- 
of assets and liabilities. This rule is applicable, notwithstanding the omission 
of a particular item from the books, e^g. investment, goodwill (Cruikshanks v, 
Sutherland). Obviously, the efiect of the revaluation will be a profit or loss 
divisible in the agreed profit or loss-shoring ratios. 

Goodwill will be payable to the outgoing partner, always subject to the 
terms of the partnership agreement, e g. in McLeod v. Dowling. 

Just as upon the admission of a new partner, so in the present circumstances 
the revaluations made for the purposes of dissolution may be written back, but 



clearly raoh prooednre cannot affect tbe amount due to the retired or deceased 
partner. It will be recollected that the rule of procedure ia to take the rcault of 
the revaluation as a profit (or loas) to the old fom, and the reverial as a lou (or 
,profit) to the new firm, so dut if A, B, and C are partners sharing profits in the 
li^atio of 3:1:1 and C retires, any profit on revaluation will be mWded in that 
' ratio, and, if reversed, debited against A and B either as to 3:1 or in some other 
ratio, if upon Cs retirement a change of profit sharing is agreed upon. 

Death A Betirement—accounts not settled: It should be noted that under 
Section 37 of the Partnerchip Act, the executors would be entitled, at their choice 
to interest @ 6% p a. on the amount due from the date of death to the date of 
payment or to that portion of profit that is earned by the firm with the help of 
the amount due to the deceased partner. This also applies to a retiring partner. 

lllustratloii: Jeet, Meet, and Reet were partners sharing profits and losses 
in tbe ratio of 2/S, 2/S and 1/S. On 1st January, 1984, their balance sheet stood 
as follows 


UabiUties 


Rs. 

Assets 

Rs. 

Creditors 



Fixed Assets 

1,00,000 

Reserve 


40,000 

Stock 

23,000 

Capital Account— 


10,000 

Debtors 

33,000 

Jeet 

50,000 


Cash in hand and at 


Meet 

40,000 


Bank 

10,000 

Reet 

30,000 

1,20,000 





1,70,000 


1,70,000 


Tbe firm had taken out a joint life policy for Rs, 1,00,000 the premiums on 
which were charged to the Profit and Loss Account. On Ist July, 1984, Reet 
^ed. His representative agrees that: 

(i) goodwill of the firm be valued at Rs. SO.OOO; 

(ii) fixed assets be written down by Rs. 10,000; and 

(iii) in lieu of profits, upto the death, Reet should be paid at the rate of 2S% 
p.a. on his capita as on 1st Jan., 1984. 

The policy money was received on December. 31, 1984, and Reefs heirs were 
paid the total amount due to them. The accounts reveal that the firm had mat 
profit of Rs. 40,300 during the year after writing off Rs. 9,500 as depreciatior 
fixed assets (of which Rs 3,000 was op to 1st July, 1984). At the end of year, 





ortdkon had been redoeed hg Re. 5,000 and debton by Re. 6,000 and etod; 
bad increaaed by R«. 8,000 (a> compared to the flfarof on let Jan., 1984). The 
drawinfi of the partnere were : 

Upto let July. 1984 After let Jnly. 198^ 




Rs. 


Rs. 

Meet 


4,125 


5,000 

Reet 


4,125 


5,000 

Jeet 


1,750 


«ae 

Prepare the balance sheet of the firm 

as on 31st Dec., 1984, assuming that 

the remaining partners.did not retain goodwill in their books. 


Sehttea 





Balance Sheet of Jeet and Meet as on Slat Dec., 1984 

Uabllitiea 



Assets 




Rs. 


Rs, 

Sundry Creditors 


35,000 

Fixed Assets: 

90,000 

Capital AcconnU 



Leu depreciation 

9,500 

Jeet 

91,858 



- 80,500 

Meet 

81,859 


Current Assets 



— 

1,73,717 

Stock 

33,000 




Debtors 

29,000 




Cash in hand 

66,217 



2,08.717 


2,08,717 


WoiUng Notea: 

Prolt A Loaa Acconat apte 30tfa Jaae, 1984 


Dr. 

Rs. 

To Reefs Capital Account 


interest in lien of ^oflt 

3,750 

To Profit transferred to 


Capital A/cs i 

Jeet 8,125 

Meet 8,125 

16,250 


By Profit 


Cr. 

Rs. 

20,000 


20,000 


20,000 





n 


Cuk Aceoart 


To Balance b/d 

10,000 

To Joint Life Policy 

1,00,000 

To Profit plus 


Depreciation 

50,000 

To Decrease in debtors 

6,000 


1 . 66.000 


Ri. 


By Reefs Executor’s A/c 66,783 

By Decrease in Sundry 

Creditors 5,000 \\ 


By Increase in Stock 

8,000' 

By Drawings: 



Jeet 

9,125 


Meet 

9,125 


Reet 

1,750 

20,000 

By Balance c/d 


66,217 



1,66,000 


Notes : (1) Capitals on 1st July. 1984. have been ascertained without taking into 
account the Joint Life Policy (since the amount is not yet received) 
but after crediting the goodwill to all partners. 

(2) Profit for the year 1984 has been segregated into two parts ■ profit 
before Reefs death and after Reefs death. Total profit for the year, 

before depreciation, is Rs. 40,500+Rs. 9,500 or Rs. 50,000. It has 

al>o been assumed that profit Is earned evenlv throughout the year. 
Hence profit before depreciation, upto 30th June, 1974, is Rs. 25,000 
and after depreciation for the same period is Rs. 20,0(X). 

(3) Out of the profit Rs. 20.500, i.e., profit after depreciation from 1st 
July, 1984, to 31 December, 1984, Reel’s executors will claim a share 
in the profit which shall be calculated as follows : 

Reefs Capital on 1-7-1984 

-X Profit 

Total capital of the firm on 1-7-1984 
42,000 

Accordingly, Reet’s executors shall get-X 20,500 or Rs. 4,783. 

1,80,000 

The remaining profits shall be shared by Jeet and Meet in their profit-shar-^ *' .^' 
ing ratio. ' ^ 

(4) Cash Account is prepared on the assumptions that: 

(a) Profit for the year is realised in cash; and 

(b) Increase in the value of assets and decrease in the value of liabi¬ 
lities means reduction in cash and rice verso. 


Ulnstratioa; 

1 ■ A. B and C had been in partnership as Estate Brokers for some years and on 
31st December 1978 A retired. B and C carried on the business SQd on 1st July, 
1^79 D was admitted as a partner- 




BS 


If 


On the ooeuion of each cbangt to the partnenhip the new firm did not take 
over the debts or aMome the liabilities of the old firm, but the original books 
continued to be nsed and, pending setthment. an adverse balance in the 
account of A had been carried forward in the boola:— 


The following Trial Balance at ra 
the books of the firm : — 

Dr. 

Rs. 

Drawings of Partners 


B 12.000 

C 11,000 

D 10.000 

Debtors 62,000 

Estate of A deceased 26,970 

Furniture 12.000 

Cash at Bank 54.7S0 


31st December 19S0 was extracted from 


Cr. 

Rs. 

Capital contributed as 
agi^ B 30,000 

C 20.000 

D 20,000 

Loan from C— 

Advanced on Slat March 1980 
at 5 per cent per annum 12,000 

Suspense Account 16,620 

Sundry Creditors 22,030 

Profit for 1910 (after providing 
for Depreelation bnt not the 
interest on loan) 68,100 


1.88,750 


1,88,750 


\ 


You are given the fol1ow*ng additional information i — 

(1) A died insolvent in May 1980, and there were no assets available for his 
creditors. 

(2) The Capitals of B and C have remained unchanged since 30tb June 1978* 

(3) Details of Suspense Account are as underDebit Credit 

Rs. Rs. 

(a) Premium paid by D on admission as a partner 12,000 

(b) Agreed depreciation on old ofiSce vacated in 
June 1971 in respect of which no provision 

was made 8,400 

(c) Amount recovered by legal process in 

respect of claim for Brokerage earned 
in October 1971— Rs. 

(i) Brokerage 9.600 

(il) Taxed cosu 5,220 14.820 


(d) Balance of cost in the above matter (— 

Total costs Rs. '7,800 

Less: Paid and written off in 
the acconutsRs. 

(i) for the year 1978 2,790 

(iO for the six months 

ended 31 Dec.’79 3,210 6.000 1,800 


10,200 


2^820 
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Note : No provision was made in the acconnts of the firm at any date In respect 
of amounts claimed or costs payable in this action, apart from the amounts of 
costs paid and written off as shewn above, which amounts had been treated as 
partnership expenses of those periods. 

From the foregoing details you are required to prepare; ^ 

(a) The Balance Sheet of the firm as on 31 st Dec. IQSO* 

(b) The partners current accounts (including necessary adjustments arising 
from the previous partnerships is to be effected through the current 
accounts); and 

(c) The Account of A’s (Deceased) Estate in the firm’s book>showing the 
closing of this account. 

Amwct : 


1 . 


Estate of A (Deceased) A/e, 


Dec, 31,1980 

To Balance b'd 
To luspense A/c 
share of deprecia¬ 
tion on old office 


Rs. 

Dec. 31, 1980 

Rs. 

26,970 

By Suspense A/c. 
adjustments re- 



legal action 

3,270 

2,800 

By Premium 

By Loss transferred 
to B ft C 1 

B. Rs. 7.250 

12,000 


C. Rs. 7,250 

14,500 

29,770 


29.770 


Partner’s Current Accounts 



B 

C 

D 

B 

C 

D 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

To Drawings 

12,000 

11,000 

10.000 

By Suspense A/c-.- 



To Suspense A/c 




adjustment in 



depreciation 




respect of broker¬ 



on old office 

2,800 

2,800 


age earned 



To Estate of A's 



in 1968 4,340 

4,340 

1,070 

(deceased) 




By Interest on 



Account, loss 

7,250 

7,250 

— 

Loan —• 

450 

— 

To Balance c/d 

4,840 

6,290 

13,620 

By Profit (68.100- 
450) for the 




year 22,550 22,550 22,550 

26,890 27,340 23,620 


26,890 27.340 23,620 





NOTES t 


(a) Working as regards brokerage 

Total 

A 

B 

C 

D 

earned in 1978 : 

Rs. 

Rs. 

Rs. 

Rs. 

Ra. 

(i) Total amount recovtred 

14.820 

4,940 

4,940 

4,940 


(ii) Legal costs of Rs. 3,210 
(written off In the 6 months 
ended 31-12-1979) B 4 C 
have automatically received 
that debit of Rs. 1,070 each 
through the P & L A/e. 


1,070 



1,070 


14,820 

3,870 

4,940 

4,940 

1,070 

(iii) Less Further legal costs 

1,800 

600 

6C0 

600 

— 

Amounts credited to A’s 
Estate and current 
accounts of partners 

13,020 

3,270 

4,340 

4,340 

1,070 


(b) It is assumed that no settlement, including that for goodwill, was 
made when A retired; he is therefore entitled to his share for the 
premium brought in by D. The assumption is that between A*s retire* 
ment and D’s admission, the value of the goodwill of the firm remain* 
ed nochaoged. Since A received l/3rd share of profits and D is getting 
the same share, the premium is wholly payable to A. 

(c) The balance due from A is a loss : it is borne by B and C in their 
profit sharing ratio on the assumption that the Partnership Deed is 
silent on the question of such a loss. 

lUustratloB 

5. Wind, Qoud and Rain had been in professional practice under the name 
of “Storm”, and shared profits in the ratio of 5:3:2. Work in progress was not 
brought into the accounts. 

It was agreed that on 31st December, 1969. Wind would retire, and that 
'Storm’ would amalgamate on Ist January 1970 with a sole practitioner. Sun and 
use the name of “Sunstorm”. In the new firm it was agreed that work in 
progress would not be brought into the accounts, goodwill would be ignored and 
profits and capital would be shared equally. 

To deal with inter-partner position prior to the retirement and amalgama* 
don, the partners in “Storm” agreed to make the following adjustments in their 
capit^ accounts: 

(i) Wind to be credited with his share of the estimated realisable value of 
work in progress. An adjustment also to be made between Cloud and Rain in 
respect of work in progress as they would be taking this undisclosed asset into 
the “Sunstorm” in equal shares. The firm aimed to recover three times prime 




cost when billing, bnt on general suffered a 16^% under recovery. The 
estimated prime cost on 31st December, 1969 was Rs. 66,000. 

(ii) To write off goodwill. Rain, who had not been required to pay fbr 
his share of good.vill, agreed to accept a debit of twice that appropriate to his 
profit sharing so as to give a measure of compensation to Wind and Clend. 

(iii) Wind agreed not to draw the amount due to him from the firm and 
Cloud and Rain assumed responsibility for the liability to Wind in equal shares 
in their personal capacities. 

(iv) Cloud and Rain to settle in cash with the firm for the amounts 
necessary to recognise their proposed profit sharing in the new firm. 

The following information is relevant: 

(1) On 1st January, 1968 it had been agreed that when Wind retired he 
would be entitled to ati annuity from the firm equal to 12i% of the profits before 
charging such annuity but after charging, for this purpose only, a notional salary 
of Rs. 20,0X) p.a., for each partner in the firm at the time of calculating the 
annuity. It was also agreed that in the event of amalgamation the new firm 
should continue this arrangement with such an adjustment to the percentage as 
would be just. 

Sun acceded to this arrangement and it was mutually agreed that the deemed 
profitability of “Storm” and “Sun” be in the proportion of 4 ; 1. 

(2) Cloud, Rain and Sun agreed to bring all the firm's assets, but not credi¬ 
tors, into new partnership at the same book values as previously (with the 
exception of cash where Rs. 10,000 per partner would be paid in). It was, 
however, agreed that inter partner capita) accounts adjustments would be made 
in respect of any difference between the value of work in progress brought in. 
It was agreed that the value of Sun’s work in progress, calculated on the same 
basis as that of “Storm”, was Rs 1,05,000. 

(3) It was agreed, with Wind concurring, that any amounts contributed by 
the partners in excess of their correct capitals should be treated as “advances", 
and dealt with under the provisions of the Partnership Law. 

(4) “Storm” only maintained capital accounts. In the new firm profits 
and drawings only would be recorded through current accounts. 


(5) The Summarised balance sheets of the two firms on 31st December, 


1969 were : 

Balance Sheet of “Storm” 

Rs. 

Rs. 

Capital Account : 


Sundry Fixed Assets 

40,000 

Wind 

1,50,000 

Goodwill 

1.00,000 

Cloud 

90.000 

Current Assets 

Rain 

60,000 

Sundry debtors 1,50,000 


Sundry Creditors 

55,000 

3,55,000 

Less provision 15,000 

Cash at Bank - 

1,35,000 

80,000 

3.55,000 
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BafaUMe Sheet flfSia 


Re. 

Capital Account 40,000 

ll^Sundry Creditorr dO.COO 


1,00,000 



Rs. 

Fixed Assets 

15,000 

Suudry Debtors 

7aooo 

Cash at Bank 

15,000 


1 >00,000 


(6) The profit of “Sunstorm” for the year 31 st Dec. 1970 before charging 
the annuity or any amounts due “partners** was Rs. 3,01,000. Partners* drawings 
were made equally and amounted in total to Rs. 2,13,000. 

You are required to prepare : 

(a) Capital Accounts in columnar form of “Storm** to 31 st December, 1969 
(Realisation Account is not required). 


(b) Capital Accounts, in columnar form of "Sunstorm** as on 31st Decem¬ 
ber 1970, assuming that ca^ was the only asset which has changed during the 
year. 


(c) Summarised Balance Sheet of ‘Sunstorm* on 31st December, 1970. 

Answer 






5. (a) 


STORM 



Partners* Capital Accounts as on December 31, 3969 


Wind 

Cloud 

Rain 

Wind 

Cloud 

Rain 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

To Good¬ 



By Balance 1,50,000 

90,000 

60,000 

will w/o 37,500 

22,500 

40,000 

b/d 

To Work in 



By Work in 



progress, taken 



progress 82,500 

49,500 

33.000 

over by Cloud 



By Amount due 

. and Rain 
’*’'To Amount due 

S2,500 

82,500 

to Wind 

97,500 

97,500 



By Cash 


29,500 

to Wind taken 





over by Cloud 
ft Rain 1,95,000 






To Capital ocn- 

97,500 

97,500 




tributions in 
Sunstorm 






To Cash 

34,500 






Z32,500 2,37,000 2,20,O^O 2,32,500 2,37,000 2,20,000 



<b) 


SUNSTOBM 


Partaan* Capital Aeeoaata far tka paar aada4 Bacaadbai 31,1970 


Cloud Riio SoQ 
Rb. Rf. Ri. 

To Work in 

ProarcM 7,500 7,500 
(Aqnttfflent) 

To Transferred 

to Loan Account 20,000 

(Exceu) 

To Balance c/f 90,000 90,000 90,000 


Ciood Rain 
Ri. Ra. 
By 

Assets bronght Jn: 

Fixed Assets 20,000 20,000 


Son 



15.000 


By Debtors’ 

(Less pro¬ 
vision) 67,500 67,500 70.000 

By Work in 

Progress 15,000 

(Adjustment) 

By Cash 10,000 10,000 10,000 


97,500 97,500 1,10,000 


97,500 97,500 1,10,000 


(c) Sammartocd Balance Sheet as on Slat Decembert 1970 



Rs. 

Rs. 


Rs. 

Rs. 

Capital Accounts: 
Cloud 

Rain 

Sun 

90,000 

90,000 

90,000 

2,70,000 

Fixed Assets; 
Current Assets: 
Debtors 

Less: Provision 

Ill 

55,000 

Current Accounts: 
Cloud 

Rain 

Sun 

20,940 

20,940 

20,940 

62,820 

Casb 

2,05,000 

1,18,000 3,23,000 


Sun—Loan Account 

including accrued interest 21,200 
Annuity payable to Wind 23,980 

Workings: 


Goodwill: 

Wind 

Cloud 

Rain 


Rs. 

Rs. 

Rs. 

Share in profit sharing ratio 

50,000 

30,000 

20.000 

Twice Rain’s shares debited to 




him (Cr.) 

12,500 

7,500 (Dr.) 

20,000 

Amount written off 

37,500 

22,500 

40,000 








Work In Progren i 

1,98,000 

33,000 


Three times prime cost 3 X Rs. 66,000 

Leu 16-2/3% under recovery 

*"» 

Son's Work in ivogreu 

1,65.000 
1,05,COO 



2,70,000 

(i) 

Adiastmait fu Work In Pregreu: 



Cloud Rain 

Amount raised 82.S00 82,500 

Amount written off 90,000 90.000 

Sun 

105.000 

90,000 


Adjustment 7,500 (Dr.) 7,500 (Dr.) 

15.000 (Cr.) 

(3) 

Dlrfalon on Profit of Snostom: 

Rs. 


Profit for the year ended Dec. 31st, 1970 

Less : Interest on loan of Sub 6% on Rs. 20,000 

3,01,000 

1,200 

2,99,800 


Less t Notional Salaries 

60,000 

2,39,800 


Less : Annnitv navable to Wind 4/5thXl2J% of Rs. 2,39,800 23,980 


Add back notional salariu 

2,15,820 

60,000 


Amount divisible equally between the partners 

2,75.820 


Amount due to each partner (1x2,75,820) 

Less : Drawings (i X 2,13,000} 

91,940 

71,000 


Balance in Current Accounts 

20,940 

(d) 

It is assumed that the profit for 19W-70 was all in cash and that there was 
no change in other auets and liabilitiu. 


AwMiyHmi 9 I flrBU: The accounting itept are given below : 

(a) Each firm ihonld prepare a Revalnation Account rdating to its 
own asaeti and liabilities and translbr the balance to the partner’i 
capitgl aooonitts ia,theJ|>rofit'4haria| tatlp. 





(b) Entries for raising Goodwill dtonld be puied. 

(c) ^sets and liabilities not taken over by the new firm should be trats- 
ferred to the capital accounts of p^ners in the ratio of capitals. 

(d) The new firm should be debited with the diihtence between the value-> 
of assets and liabilities taken over by it; the assets should be credited^ 
and liaUIitiet debited. 

(c) Partner’s capital accounts should be transferred to the new firm's 
account. 

The above st^ will close the books of the old firm. To open the books of 
the new firm, the following entry will be required: 

Debit assets taken out at the agreed values 

Credit the liabilities taken over, and 

Credit individual partner's capital accounts with the closing balances in the 

erstwhile firm. 

When one of the firms is merged with another existing firm, entries will be in 
L winding up in the books of the firm which has ceased to exist. The 

other firm will record the transaction as that of a business purchue. 

DInstraflon : B and S are partners ofS A Co. Sharing profits and losses In 
tne ratio af 3 : l.S and T are partners of T A Co, sharing profits and losses In the 
ratio of 2:1. 

October, 1919, they decided to amalgamate and form a new firm M/s. 
BST A Co. wherein B, S and T would be partners sharing profits aud losses in the 
ratio of 3 :2:1. 


UaUiHes 


Due to X ft Co. 
Due to S ft Co. 
Other Creditors 
Reserve 
Capitals 
B 
S 
T 


Rs. 


jAeetr on that date were 

SACo. tACa. 

^ as under t— 

Assets 

S ft Co. 

TACo. 

Bs. 

Es. 


Bs. 

Bs. 

40,000 


Cash in band 
Cash at Bank 

10,000 

15,000 

5.000 

20,00c;:',; 

— 

50.000 

Due from T ft Co. 50,000 

— 

60,000 

58.000 

Due from X ft Co. — 

30,000 

25,000 

50,000 

Uther Debtors 

80,000 

1,00,000 

1,20,000 


Stock 

Furniture 

60,000 

10,000 

70,000 

3.000 

80,000 

1,00,000 

Vehicles 

— 

80.000 

— 

50,000 

Machinery 

75,000 




Bonding 

25,000 


3,25,000 

3/18.000 


3,25,000 

3,08,000 




Th« amal^mtsd flm took ont tke biriiMM oa the folloiriai tem I— 

<•) ACo. wu worth Ri. 60.000 end that of T ft Co Ri. 

SO.OW. Goodwill aooonnt wee not to be opened in the books of tto 
1^ Irrn. the adfoetments bdng recorded ttuonth oapitel acoonnts of 
toe partners. 

raeohinerjr and friddee wwe taken oeer at Rs. 30.000 Rs. 
90.000 and Rs. 1.00.000 respectirely. 

(c) Provision for donbtftal debts has to be carried forward at Rs. 4,000 in 
TCSg^of debtors of 8 ft Co. and Rs. 5.000 in respect of <Mtois of 


Yon are required to 

(i) Compnte the adjnstment necesaaijr for foodwill. 

(ii) Pm (he Jonmal entries in the books of B8T ft Co. aunmint that 
deflat capital (taking Ts Cai^tal as bass) with teferenoe to share in 
pronts are to be transferred to cnrrent accounts. 

Sdatfeni 


Beekaef BSTftCo. 


1979 
Get. 31 


Cash Account 
Bank Account 
TACo. 

Sundry Debtors 
Stock Account 
Furniture Account 
Machinery Account 
Buildlnf Account 

To Provision for DoubtM DeMs 
To X ft Co. 

T6 Sundry Creditors 
To B’s Capital Account 
To S's Cental Acoount 
(Sundry asseu and liaUlHies of M/s. S 
taken over at the values stated u per 
agreement dated...) 



Dr. 

Cr. 

Dr. 

Rs. 

Rs. 

10,000 


Dr. 

13,000 


Dr. 

50.000 


Dr. 

saooo 


Dr. 

60,000 


Dr. 

10,000 


Dr. 

90,000 


Dr. 

30,000 

4,000 

40,000 

60,000 



1.65.750 

95,250 


ft Co. 


Cash Account 
Bank Account 
X ft Co. Aooonnt 
Sundry Debtors A/c 
Stock Acoount 
Furniture Account 
Vehicles Aooonnt 


Dr. S.OOO 
Dr. 20,000 
Dr. 30.000 
Dr. 1,00.000 
Dr. 70.000 
Dr. 3,000 
Dr, 1,00.000 
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. To Proviiio* ^ Pofbtftil Debtt 
To ^ MiSdi, 


To taato OPiOitoip 
To ^ O^Ud A«oo«u 
To TVCwtol Aoeeoat 

if Co* talceo ovqr at tOe nilaot ttated 
aa per afrcameioft dated.) 




Va Oafital Aoeonit Etr* 

T*a Capital Aaeoaot Di. 

To S*a Capital Acooimt 


(Adlnatineat ia capital acoonata aonae* 
gneiit on raising goodwill of S ft Co. 
for Rs. 60.000. T ft Co. for lU. SO.OOO 
and writiiM off tto santeitt tiM new ratio 
b e t wee n B^.T as per agreenient) 


Oct. 31 8 ft Co. Dr. 

To T ft Co. 

fMotoal Indebtedness of S ft Go. OaMl 
T ft Co., cancelled on taldng over of 
the two firms) 


lOiOOO 

1.687 


SD,000 


B’s Cnrrent Accoont Dr. S4.250 

To B’s CapHd Account 
(Amonnt credited to B’s Cajpital to 
bring capital in prodt-shanag ratio) 


S’s Capital Acoonnt Dr. 1.10,230 

To S’s Current AocomW 
(Excess amount ia S’a Capi^ Accoont 
transferred to S’s Current Aocoont to 
reduce the balance in the Capital Accoont 
in accordance with the profit sharing ratio) 


5.000 

50.000 

58.000 

143333 

*71,667 



11.667 


SfoOSB 


54.250 


1.10,250 


Workfag Notes: « ^ 

(i) Computation of adjustment for raising ft writtog,off goodwill: 

Raised in old profit Writtto dffm Difference 

sharing ratio new ratio 




SftCo. 

Rs. 

TftCo. 

Rs. 

Total 

Rs. 

Rs. 

B 

45.000 


45.000 Cr. 

55,000 Dr. 

S 

15.000 

33333 

48.333 Cr. 

36,666 Dr. 

T 

16,667 

16,667 Cr. 

18354 Dr. 


60.000 

50.000 

1,10.000 

1,10.000 


Rs. 

10.000 Dr. 
U.667 Cr. 
1.667 Dr. 









(a) S ft Oo. 

fti|ter JMuioe {Sieet R#. 

uadit TOKMerve 


Profit on Rimliutioa 40.000 

XMfrayitimiK 
OoaiitMdiMft. 4.000 


aI' fiwalnim 

B't Capital 

Ba. 

|i.MjOOO 


18.730 


27,000 

1,63,730 


toM/a.BSTft 

8‘a Capital 

'Bl. 

lo^ooo 

64S0 


fiiiOOO 

93i^ 


(b)TftCo. 

Ra. 

S’a Capital 

Ta Capital 



Ra. 

Ra. 

Aa per Balance Sheet 
Cr^it for Reaerve 

Profit on Revaloatioa 

Leaa proviaion for 

28,000 

1.Q0.000 

33,333 

50.000 

16,667 



DouMful Debta 

5,000 

10,000 

5,000 



1,43,333 

71,667 

Capital in the new firm : 




B 

S 

T 


Ra. 

Ra. 

Ra. 

Balance! aa taken over 

1,63,730 

93,230 




1,43,333 

71,667 


1,65,750 

2,38,583 

71,667 

Adjnatmeitt for Goodwill 

—10,000 

+11,667 

-1,667 


1,55,/SO 

2,30,250 

70,000 

Total capital, Ra. 420,000* ia the 
new ratio of 3 : 2 :1, taking T*a 



Capital u the baaia 

2.10,000 

1,40,000 

70,000 


Tranafef to Cnrrent Aocoont 54,2S0(Dr.) 1,10,230 (Cr ) 


Stndenti arendviaed to work out illostrationi 9.27 ft 92.8 at pp. 374—378 of 
Advanced Acconnla bgr ShuUa ft Orewri. 

’Rktttratlon: On 31at March 1979, Sri Raman acquirer on payment of Ba> 
80.000 the tHuineaa of Meem. OnpUand Singh taking over at book valne tho 
foUowinp uieta aWl Habilitiea: 

D^tora 33,000 

‘ Phimltura 3,000 
Stodc 46.000 

Creditora 10,000 


*T» capital ia Ra. 70,0(W and it ia 1/6 of the total. The total therefore ia 
Ba.4,20,000, ^ 
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Thera hrae no ohnngi between let Jmuay 1979 and Slat Maroh 1979 in the 
book yalne of the aiaets and liabilitiea not taken over. 

The aMina let of hordes hu been oontinned after the aotoieition and no 
entriee of the acqnieUion have been pasMd except for the pajrment of iu. 80,000 a, 
nude by Sri Ranun. ^ 

From the followins balance sheet and trial balanoe prepare Business 
Purchase Account. Profit and Lots Account for the year endM 31st December 
1979 and Balance Sheet as that date. 

Balance sheet ac at Slat Decembar. 1978 


liabUUUt 


A»seU 




Rt. 


Rt. 

Capital Accounts 



Furniture 

3.000 

Rt. 


Investmentt 

5.000 

Sri Gupta 

30.000 


Insurance Policy 

2.000 

Sri Singh 

20.000 


Stock 

40,000 

——_ 

80.000 

Debtors 

30,000 

Bank Loan 


18.000 



Creditors 


12,000 





80,000 


80.000 


On 31tt December 1979 the trial balance it: 


Stock 

Furniture 

Investment 

Insurance Policy 

Business Purchase Account 

Bonk Loan 

Capital: 

Oupta 

Sinsh 

Raman 

Bank 

Debtors 

Creditors 

Purchases 

Expenses 

Sales 


Closing Stock Rs. 80.000 




SalattM j 

BariiMi Pvchate Accoiat 


1979 

Ra. 


SI To Balance h/d. 

80.000 

By Bank loan 

f, Inveitmeat! 

5.000 

„ Gupta Capital A/c 

„ Inntrance Policjr 

2.000 

87,000 

M Sin^’a Capital A/c 
„ Goodwill 
„ Profit ft Loaa A/c 
(Balaace figure, profit 
upto 31tt Mardif 1979) 

Profit A Lom Aecoant ei Mr. Raaan for the year 


ended Slat December 1979 

Ra. 

To Opening Stock 

40,000 

By Sale! 

„ PnrehasM 

3.20,000 

,, Closing Stock 

„ Expenae! 

12.000 

„ Gupta ft Singh 

(Profit npto 3l!t March) 

13,000 


„ Net Profit 

Raman*! Capital A/c 

65,000 

4,50.000 



Balaacc Sheet of Mr. Kanuu es on let Decenber, 1979 


UabOtties 


Ra. 

Assets 

Raman’a Capital 

30,000 


Goodwill 

Add Profit 

65,000 

95.000 

Furniture 

Stock in trade 

Sundry Creditor! 


15,000 

Sundry Debtors 
Cash at Bank 


1.10.000 


Notee: 

(1) GoodwUl 

Valoe of Aueti taken over : 
Stock 
Debtor! 

Famitoie 

teis Creditor! 

Net Auet! 

Goodwill (BalaiidDg figure) 


Re. 
1S.000 
30.000 . 
20,000 
6.000 
13,000 


S7,000 


R!. 

A00.000 

50,000 


4.50.000 


Ra. 

6 . 00 & 

3.000 

50.000 

48,000 

3/)00 


1 , 10,000 


R!. 

46,000 

35,000 

3.000 

84,000 

10,000 


74,000 

6 , 000 . 


Purchaio Coneideration 


80,000 



(2) lacreiM ia Not assots apto 3Ut Muck 1979 : 



as on 1st January 

as on 31st 


Its. 

Rs. 

Debtors 

30,000 

35.000 

Stock 

40.000 

46.000 

Furniture 

3,000 

3,000 


73.000 

84.000 

Less Creditors 

12.000 

10.000 


61.000 

74,000 

Profit, equal to net increase 

13.000 



74.000 

74,000 


MMoBaneoas 

(t) Simultaneous retirement and adndstion of a partner t WheoeTor a part¬ 
ner retire*, a Memorandum Revaluation Account is prepared to adjust app^a- 
tion or depreciation in assets that has been agreed npon among the partners as 
well as the value of assets which is not recorded in the books goodwill. The 
aecount is closed off by transferring the balance to the capital accounts of the 
paitnersin their profit-sharing ratio; simultaneously, a new partner is admitted, 
adlustwimt of asset values again might be requited but in the reverse direction 
«.g.. for writing back assets not shown in books which were brought in only for 
determining the share of the retiring partner. The Memorandum Revaluation 
Account prepared for one purpose in such a case would he utilised for the ottier 

81 wen. 


Students should refer to illustration at Page 328 of “Advanced Accounts’* to 
find out how solution to problem basis in this principle are prepared. 

(2) Recovery of debts written off after there has been a change in the 
eonetitutton of partnership : The method that will be adopted would depend ou; 
whether the asset values were altered or only the capital accounts of the old and' 
new partners were altered by following the Memorandum Revaluation Method. 

In the first case, obviously, when a debt which had been written off is sub- 
seouently recovered, credit for the amount would be given to the new partner in 
tto prott-sharing ratio. If only a provision was made, on recovery of the amount 
Am the debtor, the amount of the provision not being requir^ any longer, it 
would be transferred back to the old partners in the old ratio. 

In the ease where the Memorandum Revaluation method has been fbHowed 
the asset values not having been altered, upon realisation of a debt which was 
oonsidired to be irrecoverable, no adjustment in the accounts would he made ex- 
e«fd to credit the customer t if it turns out to be bad, it wouM be uloss of the 



4 ? 


tJw credit in recpect of i^ich the new partner wonid have 


(Stodentaaboold refer to 
nekleaj 


iUnitrationa at page* 221S4 of *Aeao«itaiK|* by 


(3) 4mmttie »: A retiffed partner or dependent «f deceaied partner tonw' 
theeti ii to be paid an ananity for life or for a limited period on coniideration of 
hii hatrini reliaquitbed hit share in the asset! of the firm. Various methods are 
adopted to rcoord the liability to pay an annuity nndertahen, depending upon the 
^ h is to be paid. Tbm are stated below. 


(n) Conrhndaig pnr/Mrr wderitAlng the Migation to pay a-tnuity: If the 
obligation is joint, i.e. of the fitm, the balance in the account of the retiring 
paster is transferred to the credit of the continuing partners in the proportieo lo 
which they share profit and lotret of the firm and the amount of the annuity paid 
is charged every year to the Profit & Loss Account. 

An alternative method can be that partners agree to pay the aaaidty ia their 
Broflt>sharing ratio, not by debit to the Profit and Loss Account of the firm bat 
M debit to thdr individual account. In this case also, the accounting entries 
win be the same at stated above except that the Annuity will be paid by debit to 
the Drawing Accounts of partners. 


(h) Tke^m pttrehaaet the annuity from an Insurance company ; In this case 
the account of/the retiring partner will be debited with the amount paid to te 
iassraoce coaopany, aad the surplus or deficit left over being diviM amongst 
the eontinuiug partasrs ia their profit>8hariDg ratio. 

(c) Annuity Sus^se Method : Under this method, the balance standing to 
the credit of the retiring partner it transferred to Annuity Sospente Acoonnt and 
interest or a share of profit is annually credited to it. The annuity is paid by 
debit to this account 

The last mentioned method presupposes that the medit balance ia the 
Annuity Suspense Account will be adequate to fully discharge the liabili^ o«er 
the period of yeus i^ier adding thereto interest at the normal rate or traasttrring 
y^^'anqually a share ia profits. (Students may refer to illustrations at page 22140 «( 
Accountancy” by Pickles). 


Sdf'CiuntlaaHoa Qncstioas 

1. A and B. working in equal partnership, decide to admit C to share 2S^’ 
of tbe profits providra he introduces Rt. 20,r,00 as capital and pays 
Re. 1,000 as his share of goodwill. C fin^ that he cannot raise the 
amou^ required for payment of te goodwill and A and B agree to 
make secounting entries to do away with the necessity to ccrflect tlA 
amount. Advise the Hrm at regards the entries which it should malm 
in the acoonats. (Jtabe Goodwill Account by Rs. 4,909)1 
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2. Following it the Balaace-iheet of ?, Q and R iharing profit! : 3/6t 2/6 
and 1/6. 


UsAattke 

Rs. 

Rs. 

Partners Capital A/c 

P 

20,000 


Q 

10,000 


R 

10,000 

40,000 

Current Accounts 

^ ^ 

P 

4,000 


Q 

4.000 


R 


8,000 


Less: R (Debit) 

SOO 

7.500 

Current Liabilities: 

Trade Creditors 


30.000 

Loan from P 


5,000 

82.500 


Assets 

Rs. 

Rs. 

Fixed Assets : 
Leasehold Premises 

30,000 


Less: Depreciation 

5,000 

25.000 

Furniture ft Fixtures 

laooo 


Leu: Depreciation 

3,000 

7,000 

wutivtiv s 

Stock (at 10% below cost) 

22,500 

Debtors 


25,000 

Cash 


3.000 


82.SOOO 


They decide to admit F into partnership on the following terms : 

(a) The Profit-sharing ratio of P. Q, R and F wiU be 4/12,4/12. 3/12 and 

1 / 12 . 

(b) The capital of each partner is to be in proportion to his profit-sharing 
ratio, the total capital being fixed at Rs. 60.000. Adjostments are to be 
made in cash. 

(c) F is to contribute for his share of the goodwill of bnaineu estimated at 
Rs. 36,000 in cash 

(d) The value of stock is to be raised to its fhll value. 

(e) A provision for doubtful debts of Rs. 1,000 is to be made. 

Show the ledger accounts which will be afiected by the above adjustment, 
and prepare the Mance sheet of the firm after F has bera admitted. (Totat 
Balance Sheet Bs. 93,000). 

Also work out the problem assuming that the figures of various assets and 
liabilities (other then cash) are to rmnain unaltered. (Total of BaJanee Sheet 
Be. 96,000 ; Cash Balance Re. 15,500). 

3. As per the deed of partnership of A, B and C in the event of the 
retirement of a partner, goodwill was to be valued at an amount equal to one 
year's purchase of the average profits of the preceding 3 years on the date of 
retirement. Before determining the said average profits a notional amount of 
Rs. 80.000 should be charged for remuneration to partners. Ihe necessary 
profits before such remuneration were 
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Rt. 

Year ended 31st December. 197S 1,44.000 
$*$»»> >. 1979 1.68.000 

It M •> .. 1980 1.88.2C0 

It was agreed that for the purpose of valuing goodwill the amount of the 
v Profit for the year 1980 should be recomputed after charging the lots of revalua¬ 
tion in respect of premises Rt. 10,000, stock Rs. 4,000, the unprovided expenses 
Rs. S.OOO and increase in the provision for doubtfbl debts Rs. 1,200. 


B retires on 31-12-1980. The continuing partner decided to eliminate 
goodwill from the books. (Goodwill raised and written off by Rs. 80,000). 

4. (0 A & B share profits and losses in the ratio of 3: 2. They admit C 
into the partnership. The new profit-sharing ratio between B and C 
was 3 : 2 the relative ratio of A and B remaining unchanged. What is 
the new profit-sharing ratio ? (9:6:4) 

(ii) Existing profit-sharing ratio between A. B <1C is 6 : 3 : 1. New profit- 
sharing ratio and D’s admission is 3:3:3 :1. Unrecorded goodwill 
of the firm is valued at Rs. 1,00.000. What shall be the net efiect of 
raising and subsequently writing off goodwill ? 

(Credit A by Rs. >0.000 Debit C and D by Rs. 20,000 A 10,000) 

(iii) A and B share profits and losses equally. On 1st January, 1984, they 
decide to share profits in the ratio of 2:1. Goodwill which is not 
shown in the books is valued at Rs. 6,000. Show th effect of raising 
and subsequently writing off the goodwill. (Debit A and Credit B by 
Rs. 1,000). 


(iv) A firm of Chartered Accountants maintaining accounts on cash basis 
does not show work in progress as an asset at the year end. The 
annual fee earned by the firm is on the average Rs 6.00,000. You 
ascertain that average time taken for completing a job is 6 months 
from start to finish. What is the year end value of work in progress ? 
(Rs. 1,50,000). 



Ascertain the mercantile profits for 1977 and 1978 if the cash profits 
and outstanding expenses and accrued income for each of the year 
are as follows; 


Cash proflts 
Outstanding expenses 
Ac^ed Income 


1976 

1977 

1978 

Rs. 

Rs. 

Rs. 

20,000 

21,000 

25,000 

3.000 

1,S00 

2,000 

1,000 

1,000 

1,500 

-Rs. 22,500: 

1978 Rs. 

25,000) 


(vi) A and B are equal partners in a firm. C, an incoming partner, is 
fe()nired to contribute Rs. 20,000 as capital for 1/5 shuc. He cgq 



invest only Rs. 11,Coo. He tikes a loan of Rs. 9,000 from the Arm on 
which he IB to pay an interest @ 12%. While preparing final weentts, 
interest on this loan has not been accounted for. What adjustment 
entry is now required ? 

(Credit A and B by Re. 432 and Debit C by Rs. 864) 

(vii) A and B share profits in the ratio of3:1. On Cs admission the 
profit-sharing ratio is changed to 3 :1:1, the General Reserve appear¬ 
ing in the books of the firm at Rs. 4000. is not to be eliminated. What 
entries arc required to restore this reserve in the books of the new 
firm 7 

(Credit A and B by Rs. 600 and Rs, 200 : Debit C by Rs. 800) 

(viii) A and B are carryiag on bnsiness in partnership sharing profits in 
the ratio of 3 : 1 on l-t-84. When C joined them, the balance of these 
capital accounts were Rs. 50.000 and Rs. 30,000. Profit A Loss Adjost- 
ment Account was prepared and it had a debit balance of Rs. 12,000; 
C pays Rs. 20.000 for goodwill for | share in profit and contributes 
i of the combined capital of two existing partners. Ascertain the 
amount of capital brougnt in by R (Rs. 44,000) 

(ix) (a) The capital accounts of A and B after necessary adjnstments 
showed the following balances on 1-1-84 when B retires and C joins 
the firm. 

Rs. 

A*s Capital 41,150 

B’s Capital 35,350 

A and C will share the profits and contribute the capital in the 
ratio of 2; 1. Ascertain the amount of capital which A and C 
should have in the firm if the total capita] employed in the firm 
remains unchanged (A’s Capital Rs. 51.000 and C’s Rs. 25,500) 

(b) If *B’makes a gift of 1/2 the amount required to be contributed 
by *C’ what amount will C bring in cash 7 (12,750) 


3. S, T and O are partners sharing profits & losses in the ratio of 5 : 3 : 2. 
On lit April, 1976, they took out a joint life policy for Rs. 60,000 paying an 
annual premium of Rs. 3,000 ; the premium was treated as an expense. The 
surrender value of the policy was as follows; 


If one premium wu paid 
If two premiums were paid 
If three premiums were paid 
If four prMOiums were paid 
If five premiums were ^d 
Jltcr^er 


Nil 

20% of the total 
30% premium paid 
45% 

66 % 





with from lit April. 1980. the profit*«harin| ratio changed to 5: 4; S. 
State the adjuetmeat, if any. that may be required on Jan. 1,1970. 

(Raiae Joint Life Policy Account Rs. S.400 ft write off in new 
ratio). 

DISSOLimON t 

Sab)ect to an agreement to the contrary the diasolntion of a partnerahip may 
take place nnder any one of the fdlowing drcnmatancea : 

(a) By mutual agreement between the partners and, if it ia a partnerahip 
at will, by any one of the partners giving a notice in writing to all other 
partners of hia intention to dissolve the firm. 

(b) On the expiry of the term or completion of the object for which part¬ 
nership had been constituted. 

(c) On the death or insolvency of a partner. 

(d) On orders issued by the Court. 

The following circumstances shall cause compulsory dissolution of a firm : 

(a) adjudication as insolvent of ail or of all but one of the partners ; 
and 

(b) occurrence of an event which makes it unlawful for the buainess to be 
carried on at all or to be carried on in partnership (Section 41). 

CoBSequences of dlssolotion: On the dissolution of a partnership, the 
assets of the firm, including goodwill, are realised and the amount is appli^ first 
towards repayment of liabilities to outsiders and loans from partners; afterwards 
the capital contributed by partners is repaid and, if there is still a surplus, it is 
distributed among the partners in their profit-sharing ratio Conversely, after 
payment of liabilities of the firm and repayment of loans from partners, if the 
assets of the firm left over are insufficient to repay in full the capital contributed 
by each partner, the deficiency is borne by the partners in their profit-sharing 
ratio. According to the provisions contained in Section 48 of the Partnership Act, 
upon a dissolution of partnership, the mutual rights of the partners, unlett ethers 
wise agreed upon, are settled in the following manner t 

(a) Losses including deficiencies of capital are paid, first out of ^ofita, 
next out of capital and, lastly, if necessary, by the partners individually 
in the proportion in which they are entitled to share profits. 

(b) The assets of the firm, incloding any toms contributed by the partners 
to make op deficiencies of capital have to be applied in the following 
manner and order: 

(i) in paying the debts of the firm to third parties; 

(ii) in paying to each partner rateably what is doe to him from the firm 
in respect of advances as distinguished from capital i 



(iii) in paying to each partner rateably what i> due to him on account of 
capital; and 


(iv) the residue, if any, to be divided among the partners in the proportion 
in which they are entitled to share profits. 

The death or retirement of a partner would not result in the dissolution of 
the partnership, if the partnership agreement so provides (Section 42). In spite 
of it in the absence of an agreement to the contrary, the retiring partner or the 
representative of a deceased partner can recover his share in the partnership 
assets including goodwill, after having them revalued on a proper basis as at the 
date of his ceasing to be a partnerappreciation or depreciation determined on 
such a revaluation is adjusted in his account before the amount due to him is 
paid. 




The amount due to the retiring partner is liability of the firm except where 
a partnership agreement provides that upon the retirement or death of a partner 
his share in the assets of the fiim will be taken over by the continuing partner in 
the proportion in which they were sharing the profits or losses of the firm. 
When the continuing partners take over the assets they also become personally 
liable to repay the amount due to the retiring partner* Such was the view taken 
in the well known case of Elliott vs. Elliott. 


Students should also remember that: 

(1) the retiring partner or the estate of the deceased partner is liable for 
the whole of the debts due by the firm at the date of retirement or death, though, 
as between the perl nets, they arc responsible to pay only their respective share 
of liabilities [Section 42 (2) of the Partnership Act]: 

(2) the retiring partner may also be held liable for debts contracted after 
his retirement, unless a notice of retirement is published as contemplated by the 
Law [Section 32 (2) of the Partnership Act]; and 

(3) the estate of a deceased or a bankrupt partner cannot be held liable 
for debts contracted by the firm after the death or bankruptcy, as the case may 
be [Section 34 ( 2) and 3S of the Partnership Act]. 

Dissolution before expiry of a fixed term : A partner who, on admission, 
pays a premium to the other partners with a stipulation that the firm will not be 
dissolved before the expiry of a certain term, will be entitled to a suitable refund 
if the firm is dissolved before the term has expired. No claim in this respect will 
arise if; 

(1) the firm is dissolved due to the death of a partner; 

(2) the dissolution is mainly due to the partner’s (claiming refhnd) own 
misconduct; and 

(3) the dissolution is in pursuance of an agreement containing no provi* 
sioo for the return of the premium or any part of it. [Section 50]. 



The amooat to be repaid will be sach aa is reasonable having regard to the 
terms npon which the admission was made and to the length of period agreed 
■pon and that already expired. Any amount that becomes due wili be borne 
tim other partners in their profit sharing ratio. 

~ dodng parteenUp Books and dissohitlon : 

(1) Start a Realiiatioo Account, and debit thereto the book value of the 
assets except cash and bank balances, closing off the various asset accounts ; also 
debit thereto the expenses of realisation and credit cash. 

(2) Debit Cash and Credit Realisation Account with the amount realised on 
the sale of t^ assets. 

If any of the assets is taken over by a partner at a valne mutually 
agreed to by the partners, debit the partners’ capital account and 
credit Realisation Account with the price of the asset taken over. 

(3) Pay off the liabilities, crediting cash and debiting the liability accounts, 
the difference between the book figure and the amount paid being transferred to 
the Realisation Account. 

Note —Liabilities to outsiders may also be transferred to the Realisation 
Account. In that case, the amount paid in respect of the liabilities 
in cash should be debited to the Realisation Account. Cash Account 
being credited, if liability is taken over by a partner, Realisation 
Account should be debited and the partners’ capital credited at the 
figure agreed upon. 

(4) The balance of the Realisation Account will represent either the profit 
or loss on realisation Divide it between the partners in the proportion in which 
they shared profits and losses. In the case of a loss, credit Realisation Account 
and debit various partners’ capital account; follow the opposite course in the 
case of a profit. 

. (5) Pay off the partners’ loans or advances which are separate from the 

capital (if any) contributed by them, after setting off against them any debit bala¬ 
nce in the capital account of the concerned partner. 

(6) The balance of the cash account at the end will be exactly equal to the 
balance of capital accounts, provided they are in credit; credit rash and debit the 
partners’ capital accounts with the amount payble to them to close their accounts. 

If the capital account of a partner is in debit, after his share of loss or pro* 
fit has been adjusted therein the firm will not have sufBcient cash or assets to pay 
off the amounts due to the other partners, until the amount is repaid by the 
partner wliose account is in debit. If however, the partner is insolvent, ^e 
amount will not be realised. In such a case, the deficiency may be borne by the 



iolveat partner In their profit«aharing ratio or according to the principle Mttled in 
the welt known case of Oiroer vs. Murray. In the latter case, the defleietMiSr 
wooid be borne by the solvent partners in proportion to their ca^ah Md not In 
the proportion in which they share profit and losses. 

> 

(See illustration 10.1 on page 405 Vol. 1 of Advanced Aoooonti Iqr ShMda 
and Orcwal Eleventh Edition). 

The Rule la Gamer vs. Murray: The decision in this case Was that the loa 
on account of (he inability of a partner to pay the debit balance in his account, 
upra a dissolntion, should be borne by the solvent partners in the pxopoition of 
their capitals at the date of the dissolution (before adjusting therein t^ amount 
of profit or loss on the realisation of assets). It presupposes that if there 
is a loss on realisation of assets, it will be contributed in cash by the solvent part¬ 
ners, and the profit, if any. will not be taken into account for determining the 
proportion in which the loss of an insolvent partner should be borne by the 
solvent partners. Therefore, if this principle is applied^ balance in the 
current accounts should be ignored for this purpose. 

The above decision, according to some, is contrary to the provisions in 
subsection (a) of Section 48 of the Partnership Act according to which all losses 
of the firm are to be borne by the partners in their profit-sharing ratio. There¬ 
fore, when preparing a solution to a problem involving the application of thii 
principle, they should indicate whether or nut rule has been applied. 


lUastratioa : M s. X, Y and Z who were in partnership sharing profiis and 
losses in the ratio of 2 : 2: 1 respectively, had the following balance sheet as at 
December 31, 1984. 


UabUitles 

Rs. 

R-. 

Assets 

Rs, 

Rs. 

Capital: X 

29,200 


Fixed Assets 


40.000 

Y 

10,800 


Stock 


25,000 

Z 

10,000 


Book Debts 

25,000 


Z’s Loan 

-— 

50,000 

< nAA 

Less Provision 

5,000 

t 

AAA 


OsUw 

10,000 

Cash 


aUsUUU 

1,000 

Loans from Mrs. X 

Sundry Trade Creditors 

25,000 

Advance to Y 


4,000 



90 000 



90,000 


The firm was dissolved od the date mentioned above due to continued toseee. 
After drawing up the balance sheet given above, it was discovered that goods 
amounting to Re. 4,000 has been purchased in November 1984 and bad been 
received bat the purchase was not recorded iu books. 



it 


Fi:^ uwti tealiied Ri. 20.000; Stock Rs. 21.000 and Book Debt Rs. 20,SOO. 
Sioiiluiy. Trade Creditor! allowed • diacoast of V/f on tbe average. Tbe 
npenm of realisation came to Rt. 1.080. X agreed to take over tbe loan of Mrs. 
X. Y is insohrenti and bis estate is nnable to contribute anything. 


Oive aoQOtiata to dote the books: work according to the dectuon in Garner 
^ va. Morray. 

^Snlatien: Realisation Aceeut 


To Sundry Assets (transfer) 
Fixed Assets 
Stock 

Book Debts 
To Cash- Expenses 


To Realisation A/c 
Discount @ 2% on 
Rs. 29.000 
To Cash 


Rs. 


Rs. 


By Provision for Bad Debt 

5,000 

40.000 

By Cash 

61,500 

25,000 

By Sundry Trade Creditors 


25.000 

(DiscounO 

580 

1,080 

By Loss: 



X 2/5 9,600 

Y 2/5 9,600 

Z 1/5 4.800 

24,000 

91,080 


91,080 

ndry Trade Creditors 


Rs. 


Rs. 


By Balance b/d 

25,000 

580 

By Sundry Capital Accounts 



(Purchase omitted) 

4,000 

28,420 


29,000 


29,000 


Z*s Loan Account 

To Cash Account 5,000 By balance b/d 5,000 


_ ^ , , Mrs. X’a Loan Acconnt 

To X s Capital A/e—transfer 10,000 By balance b/d 


KMIOO 


Baluice b/d 
To Realisation A/c 

assets realised 
To X*s Capital A/c* 

To Z’s Capital A/c* 


Cash Aeeoaat 

1,000 By Sundry Trade Creditors 

28,420 

61,500 

By Realuation A/c expenses 
By Z’s Loan 

1.080 

5,000 

9.600 

By X’s Capital A/c 

34.300 

4,800 

By Z’s Capital A/c 

8»I00 

76,900 


76,900 


*X and Z bring these amounts to make good their share of the loss on 
practice they will not be bringing any cash; only a notiopgl 

poUf ynU b9.ntade« 
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Ctpitel Aecont 



X 

Y Z 


X 

Y 

Z 


Rs. 

Rs. Rs. 


Rs. 

Rs. 

Rs. 

To Sundry Trade 

By Balance b/d 

29,200 

10,800 

10,000 

Creditors^ 






omission 

1,600 

1.600 800 





To Balance c/d 

27,600 

9.200 9,200 






29,200 

10,800 10.000 


29,200 

10,800 

10,000 

To Advance 


4.000 

By Balance b/d 

27,600 

9,200 

9,200 

To Realisation 


By Mrs. XV 

10.000 



A/c. lou 

9,600 

9,^00 4.800 

Loan 


4,800 

To Vs Capital 

3,300 

1,100 

By Cash 

9,600 

3,300 

A/c 

8,100 

By X’s Capital A/c 


To Cash 

34,300 



1,100 



By Z’s Capital A/c 



47.200 

13.600 14,000 


47.200 

13.600 

14,000 


liot 0 ; Y*« deficiency comes to Rs. 4,400 (difference in the two rides of his 
Capital Account) ; this has been dehited to X and Z in the ratio of 
27,600 ; 9,200. i e. capital standing just before dissolution but after 
correction of the error committed while drawing up the accouats for 
1976. 


lUastratioB 

‘Thin’ ‘Short’ and ‘Fat’ were in partnership sharing profit and losses in the 
ratio of 2 : 2 : 1. 

On 30th September, 1983 their Balanee Sheet was as follows 
UabUities i?*. Awefr 

Caidtal Accounts : 

fUn 80,000 

Short 50.000 

Fat 20,000 


Current Accounts: 

Thin 29,700 

Short 11.300 

Fat (Dr.) 14jj5W 

Sundry Creditors 
Bank Overdraft 


1,50,000 


26,'Oe 
84 650 
44,330 


Premises 

50,000 


Plant 

1,25,000 


Fixtures 

32.500 

2,07,500 

Stock 

43,200 


Debtors 

54,780 

97,980 


Rs. 3.05,480 


Rs. 3,05,480 









daddot to retire on.30th September, 1983 wd as Tat' appears to be 
short of private assets, 'Short’ deckles that he does not Wish to take over 'This’s’ 
share of partnership, so all three partners decide to dinolvetlia partnership with 
efibot from 30th September. 1983. It then transpires that 'Far has no private 
assets whatsoever. 

The premises are sold for Rs. 60^)00 and the plapt for Rs. 1,07.500. The 
^MaRztnres realise Rs. 20,000 and the stock is acqnited by another firm at book valne 
WT’tess 5%. Debtors realise Rs. 45,900. Realisation expenses amount to Rs. 4,500. 

The bank overdraft is discharged and the creditors paid. 

Yoo are reqidred to write np the following ledger accoonts in the partner* 
ship buokr following the rules in Qamer Vs. Murray i— 

(i) Realisation Account; 

(ii) Partners' Current Accounts; 

(Ui) Partners* Capital Accounts showing the closing of the firm’s books. 


Selatlou 

1983 

Sept. 30 


Realisatioa Accoant 
Rs. 

1983 


To Premises 
„ Plant 

50 000 
1,25,000 

Sept. 30 By Sundry Creditors 
By Bank 

„ Fixtures 

32.500 

Premises 

60,000 

„ Stock 

43,200 

Plant 

1,07,500 

„ Debtors 

54.780 

Fixtures 

20,000 

,. Bank (Creditors) 

b4,f.50 

Stock 

41,040 

M Bank (Expenses) 

4,500 

Debtors 

45,900 


Ra. 

84,650 


2.74.440 


By Loss on 
Realisation 
to partners 
Capital A/cs 
Thin 14,216 

Short 14,216 

Fat 7,108 35,540 


3,94,630 


3,94,630 


WerUag Notes I 

(0 

•» 

To Realisation A/c 


Bask Aecouat 

Rs. Rs. 

2,74,440 By Balance b/d 44,330 

By Realisation A/c (Creditor) 84,650 
By Realisation A/c (Expenses) 4^00 
By Thin’s Capital A/c 94.4M 

By Short’s Capital A/c 46,466' 


2,74,440 


2.74.440 


(ii) Fat’s deficiency hu been boene by Thin & Short in the ratio of their fixed 
pa^tals i.e. 8: 5. following the mle in Gamer Vs. Mprrajr. 
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PtocMieal pajrMMtt: Not freqoently the price of aisett sold aponrdis- 
solution of partnership is realised in small instalnMots over a period of time. In 
each dreomstanoes. the choice is either to distribute wherever is collected or to 
Vvait till the whole amount is collected. Usually, the first course is adopted. In 
brder to ensure that the distribution of cash among the partners is in proportion 
to their interest in the partnership concern either of the two methods demribed 
below may be followed for determining the order in which the payment should be 
made. 

Maximum Loss Method : Bach instalment realised is considered to be the 
final payment; i.e., outstanding assets and claims considered are worthless and 

J iartners accounts are adjust^ on that basis each time a distribution is made, 
bllowing either the Oarner vs. Murray Rule or the profit-sharing is made. 

lUostratioD: The following is the Balance Sheet of A, B and C on 31st 
December. 1984 when they decided to dissolve the partnership. 


Liabilities 

Rs. 

Assets 

Rs. 

Creditors 

2,000 

Sundry Assets! 

48,500 

A’s Loan 

Capital Accounts: 

5,000 

Cash 

500 

A 

15,000 



B 

16,000 



C 

9.000 



Total 

49,000 


Total 49.000 




The assets realised the following sums in instalments. 


1 

1,000 

li 

3,000 

111 

3.900 

IV 

6,000 

V 

20,000 


33,900 


The expenses of realisation were expected to be Rs. 500 but nhimataly 
amounted to Rs. 400 only. 

Show how at each stage the cash received should be distributed between 
partners. They share profiu in the ratio of 2: 2: 1. 

Selutiott: First of all, the following table will be constructed to show the 
amonnts available for distribution among the various interests. 



0 I* 



StateaM«t SboWfag Bealisatioa 

and DMiftatlM 

•r <suii 

'Hfmnsti 


Jteallsath.t 

Creditors 

fmt»tr*s 

fartntr'M 





Loan 




Rs. 

Rs. 

Rs. 


4. 

(After taking into account 
cash balance and amount 
set aside for expenses) 

1,000 

1,000 


-Am 

1. 

3,000 

1000 

2,000 


3. 


3,900 


3.000 

900 

A. 


6,000 


6.000 

5. 

(including saving 
expenses) 

20.100 



20.100 


34,000 

2,000 

5,000 

27.000 



To ascertain the amount distributable out of each instalment realised esnoag 
fhe partners, the following table will be constructed. 

Statement of DistribatiOB mi Capital Accoaat 

(1) Cakuiation to determine the mode of distribution of Bs. 900 

Total ABC 


Balance 

Rs. 

42,000 

Rs. 

15,000 

Rs. 

18,000 

Rs. 

9,000 

Less : Possible loss, should remaining 
ssseti prove to be worthless 

41,100 

16,440 

16,440 

8,220 


+900 

-1,440 

+1,560 

+780 

Deficiency of A’s Capital written off 
against those of B and C in the 
ratio of their capitals, 18,000 : 9,000 




(Garner vs. Murrary) 



960 

480 

Manner in which the first Rs. 900 
should be distributed 



+600 

+30B^ 

(2) Distribution of Rs. 6,000 

Total 

A 

B 

C 

Balance after making payment of 
amount shown in step (1) 

Rs. 

41,100 

Rs. 

15,000 

Rs. 

17,400 

Rs. 

8,700 

Less : Possible loss assuming remaining 
assets to be valueless 

35,100 

14,040 

14,040 

7,020 

Balance available and to be distributed 

6,0(0 

960 

3.360 

1.610 




(J) Db^ibuticn of Rs. 20,100 
Balance after mSkmg payment of 


amouat shown ftstep (2) 35,100 

^less: Possible loss, assunfing remaining 

14,040 

14,040 

7,020 

assets to be valueless 

15,000 

6,000 

6,000 

3.000 

Manner of distribution of Rs. 20,100 

Summary : 

20,100 

8,040 

8,040 

4,020 

Balance 

42.C00 

15,000 

18,000 

9,000 

Total amoun s paid 

27,000 

9.000 

12,000 

6.000 

Loss 

15,000 

6,000 

6,000 

3,000 


See illustration 10.18 to 10.21 on pages 443>449> Vol. 1 Advanced Accounts by 
Shokla and Orewal. 

Highest Relative CapitHs Method : According to this method partners who 
have the highest relative capital that is, whose capitals are greater in proportion 
to their profit sharing ratios, are first paid off. 


For determining the amount which the capital of each partner is in nr e$i 
of his relative capitals, partners' capital are first divided by figures that are in 
proportion to their profit-sharing ratio; the smallest quotient will indicate the 
basic capital. Having ascertained the partner who has the basic capit^, the 
amount of capital of other partners proportionate to the profit sharing ratio of 
the basic capital is calculated. These may be called as their hypothetical capitals. 
The amount of hypothetical capital of each partner is then subtracted from the 
amount of his actual capital; the resultant figure will be the amount of excess 
capital held by him. By repeating the process once or twice, as may be aeeessary 
between the partners having excess capita! the amount by which the capital of 
each partner is in excess will be ascertained. The partner with the largest *Tftn 
capital will be paid off first, followed by payment to the other or others who 
rank next to him until the capitals of partners are reduced to their pront-sharing 
ratio. 


The illustration given above is now worked out according to tUs method. 

O 

9,000 
1 

9.000 


Capital 

Frofit-sharing ratio 

Capital divided by the profit-sharing ratio 
Proportionate Capital of B and C, taking 

A*s capital as the base 


Excess of actual over proportionate 
capital 

This indicates that A should not _ _ 

and Ri. l.SOO Is paid to C. Since capitals of B and C are already accor^g to 
tiieir mutual profit-sharing ratio (2:1), they will share the available cash in this 
tafio. ■ 



A 

B 

Rs. 

15,000 

18.000 


2 

2 


7,500 

9,000 

Rs. 

15,000 

15.000 

Rs. 

nil 

3,000 

antthing till Rs. 

3,000 is 


7.300 

1.SOO 



tribnted as under: 

Total 

A 

B 

C 


Rs 

Rs. 

Rs. 

Rs. 

Third instalment 

900 

— 

600 

30Q 

1,200 

Fourth instalment (i) 

3.600 

— 

2,400 

(ii) 

2,400 

960 

960 

480 

Fifth instalment 

20,100 

8,040 

8,040 

4,o:o 

Total 

27,000 

9,000 

12,000 

6,000 

Total payment made to each partner will, of 

course, be same 

under both the 


methods. 


niostretiofl , . • . . 

The partnership of A, B and C have called upon yon to assist them in wind¬ 
ing up the affairs of their partnership on 30th June 1984 their Balance Sheet as on 
that date is given below 


liabilities Ra 

Sundry Creditors 17,000 

Capital Accounts; 

A 67,000 

B 45.000 

C 31,500 


1,60,500 


Assets 

Rs. 

Cash at Bank 

6.000 

Sundry Debtors 

22,000 

Stock in trade 

14,000 

Plant St Equipment 

99,000 

Loan—A 

12,000 

Loan—3 

7,500 


1,60,500 


f 1) The partners share profits & losses in the ratio of S ; 3 : 2 

(2) Cash is distributed to the partners at the end of each month 

(3) A summary of liquidation transactions follows : 

July 1984 


August i 


Rs. 16,500 — collected from Debtors ; balance is uncollectable. 

Rs. 10,000 — received from sale of entire stock. 

Rs. 1,000 — Liquidation rxixnses paid. 

Rs. 8,000 — cash retained in the business at the end of the 
month. 

Rs. 1,500 — liquidation expenses paid, as part payment of his 
Capital C accepted a piece of equipment for 
Rs. 10,000 (book value Rs. 4,000). 

Rs. 2,500 — cash retained in the bnsineu at the end of the 
month. 


September; . . , . 

Rs. 75,000 — received on sale of remaining plant and equip¬ 
ment. 

Rs. 1,000 liquidation expenses paid. No cash retained in 
the business. 


a schedule of cash payments as of September 30, showing how the 
cawiras dittriboted. 



SetatiM 

Statement showing diitiibntion of cash. 

Creditors Capitals 


Balance Dm 

’ Balance availaUe 
Realisation less 
Expenses and cash 
retained 

Rs. 

6.000 

17400 

Rs. 

17.000 

A (Rs.) 
55.000 

B (Rs.) 
37,500 

C(Rs) 

31,500 

Amount available 
ft paid 

Balance due 

23.300 

17,000 



6,500 


— 

55.000 

37,500 

25.000 

Angost 

Opening balance 
Expense paid and 
balance carried 
forward 

t.0C0 

4.000 




Available for 
distribotion 

Gash paid to *B' 
and Equipment 
given to C. 

^cess paid to ‘C* 
Rs. 7.333) 


4,000 


4,000 . 

10,000 

September 

Opening balance 
Amount realised 
less expenses 


2.500 

74,000 

55,000 

33,500 

15,000 

Amount paid to 
partners 

Loss on Realisation 


67g500** 

41400 

25,400 • 

9.600 



13,500 

8,100 

5.400 

Note: 

I preference 

II .. 

Ill .. 



17,500 

24,000 

500 

10.500 

14,400 

333* 

7,000* 

9,600 



• 

41,500 

25,400 

9,600 


*AdjDStment for value of assets tahea over, 
ayment as shown in the note given bplow, 



WwUig Nete t 

Highest relitive Capital basis. 


ftshmce of Capital Accounts 
Less loaos 


Profit sharing ratio 
Capital -r Profit sharing ratio 

Capitals in profit sharing 
ratio taking A’s Capital as base 
Excess Capital of B & C 

Exoms of C*B Capital over B 
(9500-3000) 


A 

Rs. 

67.000 

12.000 

55.000 

5 

11.000 

55,000 


B C 

Rs. Rs. 

45.000 31,500 



3 2 

12.500 15,750 


33,000 22,000 
4,500 9,500 


6,500 


Schsaie of dIatilbirtioB of available cask. 

Ist instalment upto Rs. 6,500 shall ho paid to C. Next Rs. 7,5CO willbo 
disttibuted between B and C in the ratio of 3 : 2. Any exceu realisation will 
distributed between A, B and C in the ratio of 5 : 3 ; 2. 


IDastratiea 

Ram, Indra, Triveni and Umesh were partners sharing profits and losseain 
the ratio of 3: 3 : 2: 2. Following is their Balance Sheet as on March 31, 1982 :• 


Capital and Liabilities 

Rs. 

Assets 

Rs. 

Sundry Creditors 
Ram’s Loan 

Cai^tal Accounts: 
Ram 

60,000 

46,500 

30,000 

Cash at Bank 

Sundry Drs. 48,300 

Less Provision for 

Bad Debts 1.500 

6,000 

Indra 

45.000 

1,05,000 

Stock 

Furniture ft Fittings 

Trade marks 

Capital Accounts: 

Trivmit 48,000 

Umesh 18,000 

46,500 

30.000 

12,000 

21,000 

66.00111* ^ 


1,81,500 1.81,500 


On March 31, 1982, the firm was dissolved and Indra was appointed to 
realise the assets and to pay off the liabilities. He was entitled to receive 5% 
commission on the amount finally paid to other partner as capital. He was to 
bear the expenses of realisation The assets realised as follows; 

Sundry Debtors Rs. U,000 ; Stock Rs. 24,000; Furniture Rs. 3,000 ; Trade 
piarks Rs. 12,000. 
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were paid off in fall and, in addition to it, a contingent liability 
for Bills Receivable discounted materialised to the extent of Ri. 7,S00. Alto there 
waaajoint life policy for Rs. 90,000. Tbit was lurrendeted for Rt. 9,000. 
Expeoiet of realisation amoiinted to Rt. 1,S00. Triveni was insolvent, but 
^ Rt. 11,100 were recovered from hit estate. 

Write up the necettaiy accounts to close the books of the firm according to 
Oomer Vs. Murray rule. 

Salatloa: 

M/s: Ron, ladra, Tiiveai and Uaeab 
Realisatien Accent 



Rt. 



Rt. 

To Sundry Debtors 

48.000 

By Sundry Creditors 


46,500 

„Stodc 

30.000 

Provision for 



„ Furniture & Fittings 

12,000 

Bad Debts 


1,500 

„ Trade Marks 

21.000 

„ Bonk (Realisation) 



„ Bank (Creditors) 

46,500 

Debtors 

33,000 


„ Bank (Bills dishonoured) 7,S00 

Stock 

24,000 




Furniture 

3,000 




Trade marks 

12,000 




Joint life Poli^ 

9,000 





—— 

81,000 



„ Lost on Realisations 

i 

• 




Ram’s Capital 


10 800 



Indra’t Capital 


10,800 



Triveni’s Capital 


7,200 



Umeah Capital 


7,200 


1,65,000 


1 

.65,000 


Bank 

Accent 



To Balance b/d 

6,000 

By Realisation A/c (Creditors) 

46,500 

„ Realisation A/c 

81,000 

„ Realisstion A/c 



„ Capital Accountt 


(Bills) 


7,500 

Rsm 10,800 


,, Ram’s Loan A/c 


30,000 

Indra 10 SOO 


„ Ram’s Capital A/c 


33,657 

Triveni 11,100 


„ Indra’s Capital A/c 


27,243 

Umesh 25,200 

57,900 





1,44,900 


1 

.44.900 


Note t Capital Accounts See Page 66 

Students should work out illustration 10.18 and 10.19 at pages 443-444 of 
Adranctd Acafunu by Shukla and Orewal. ! 
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P. P, Q tad R are paTtneri ia a flnn, sharing profits and losses in the 
ratio of 3: 2:1 respectively* Due to ettreme oompetitioa> it was decided to 
dissolve the partnership on 3l8t December, 1982, on which date the Balance 
Sheet wu as follows 


UabiUttu 

Us. 

Assets 

Rs. 

Capital Aecounts:— 


Machinery 

1,54,050 

P — 1,13,100 


Furniture & Httings 

25.800 

Q — 35,400 


Investment 

5,400 

R — 31,500 


Stock 

97,650 


1,80.000 

Debtors 

56,400 

Current Accounts 


Bank 

29,700 

P — 26,400 


Current Account — Q 

18,000 

R — 6,000 





32,400 



Reserves 

1,08,000 



Loan Account — R 

15,000 



Creditors 

51,600 



Rs. 

3,87,000 

Rs. 

3,87,000 


The realisation of assets is spread over the next few months as follows t— 



1983 

Rs. 

February 

■— Debtors 

51,900 

March 

~ Machinery 

1,39,500 

April 

— Furniture etc. 

18.000 

May 

— R agreed to take over Investments at 

6,300 

June 

— Stock 

96,000 


Dissolution expenses, originally provided were Rs. 13,500, bnt actnally 
amoimted to Rs. 9,^ and were paid on 30th April. 

The Partners decided that after creditors were settled for Rs. 50,400, all cash 
received should be distributed at ti'e end of each month in the most eqoltable 
manner. 

Yon are required to prepare a statement of actnal cash distribution as it is 
received following “maximum loss basis". 



m 


Amfttn: 


StetMMit tiMwiBt diftrlbitiM of Codi eo Bin. leu boiio 
Creditors R*s Loaa P Q R 




Account 

Capital 




P 

Acconats 


Rs. 

Rs. 

Rs. 

Rs. Rs. 

Rs. 

Balance payable 
on 31st Dec. 1982 

51,600 

15,000 

1,93,500 53,400 

55,500 

(see working note) 
Realisation 





February 51,900 

Opening Balance 29,700 





81,600 





Paid to Creditors A 

Loan 65,400 

50,400 

15,000 



16.200 





Provision for 
expenses 13,500 






Balance available 

for distribution 2,700 

Max. Loss allocated 
to partners in the 
ratio of 

3 : 2; 1: 1 2.99,700 



3.02,400 

1,49,850 99,900 

49,950 

Balance 


. 43,650—46,500 

5,550 


Q*s Debit balance, 
apportioned 
between P & R in 
the ratio of their 
fixed capitals 

1,13,100 : 31,500 36,370 46.500 10,130 

~ -4,580 


ToUl 

balance 

Capital 

Account 

Rs. 

3,02,400 


Balance 


7,280 






0 






Capital Accounts 




P 

Q 

R 

Total 



Rs. 

Rs. 

Rs. 

Rs. 

R’t Debit btlance, 
adjusted tgaintt 


4.S80 




H^’s Bkianoe 





Balance paid to P 


2,700 




March 

Balance of Cafrital 
Accounts 

(A) 

1,90,800 

53,400 

55,500 

2.99.700 

Realisation 

1.39,300 





Possible Max. 
Lou, allocated 

1,60,200 

80,100 

53,400 

26,700 



2,99,700 





Amount paid 1,39.500 (B) 

1,10,700 

— 

28,800 


Balance Due 

(Ah-(B) 

80,100 

53,400 

26,700 


April > 

Balance Due 

(A) 

80,100 

33,400 

26^700 


Realisation 18,000 
Add Surplus 
provisioiu 3,900 

1,60,200 

21,900 







Poulble Max 

Loss 

1,38,300 

69,130 

46,100 

23,050 



1,60,200 





Amount Paid 

(B) 

10,950 

7,300 

3,650 


Balance Due 

(A)-(B) 

69,150 

46,100 

23,050 


May 






balance Due 
tvestment given 


69,150 

46,100 

23,050 

6,300 


lO R 





Jane 

Balance Doe 
Amount Realised 

96.000 

69,150 

46,100 

16,750 

1,32,000 

Possibe Max Lou 

36,000 

18,000 

12,000 

6,000 


1,32.000 





Amount paid 


31,150 

34,100 

10,750 





n 


Sale ta • Coapaar i If thebutineM it told to a companyt the toherne of 
Qukiiit entries to dose the book of the firm Is basically the same u for dissolu- 
tion. The additional points that arise are the following: 

(i) A company nsnally disehanes the Purchase consideration in the form 

of both cash and shares. Therefore, on receipt of these. Cash Acoonn tft r 
and Shares Acconot should be debited. * 

(ii) Assets not taken over by the company and not disposed of Aold not 
be transferred to the RMlisation Account. 

(iii) Liabilities taken over by the company should be transferred to the 
Realisation Account. 

(iv) Worthless assets, appearing in the books to the firm, represent a lou 
has already occurrra and this should be debited to the partners in the 
profit-sharing ratio ; the assets themselves (say. shares that have no 
market value) should be distributed among the partners in the 
profit-sharing ratio. 

(v) Shares received from the company as purchase oonsideration should be 
distributed among the partners in the profit-sharing ratio, care being 
taken to distribute the share in whole numbers only. 

(vi) Final settlement should be in cash. 

Students should refer illustration 10.6. 10.7 & 10.8 on p. 398 etc. of 
Advanced Accounts by Shukla & Grewai. 

a 

Apportionment of shares amongst the partners: Sometimes an examination 
problem may require the students to suggest equitable basis for division of shares 
between the vendors, when they are partners, so as to preserve the rights as pre¬ 
viously existed between them, that is, to maintain the same profit-sharing ratio 
and to preserve the priority in regard to repayment of caintal. For a proper 
understanding of the basic principles upon which such a distribution thonld be 
made, students are advised to study the methods of apportionment of s^es 
among the vendors outlined at pages 22192-197 of the texbook by W. Pickles. 

Suppose A. B and C share profits and losses in the ratio of 3:1 after 
allowing interest on capital @ 9% pa. Their capital on 3.st December, 1978 
were: A Rs. S0,000 B Rs. 30,000 and C Rs. 20,000. On Ist January, 1979 the I'v 
business was converted into a limited company and was valued at Rs. 1,30.000. ^ / 
A scheme of capitalisation, whereby the mutual interest of partners may remain 
intact as far as possible even in the future it suggested below. 

The total capital being Rs. 1,00,000 and the value placed on the business 
being Rs. 1,30,000 there is goodwill of Rs. 30.000 to be shared by the partners in 
the ratio of 3 : 2 :1 or A Rs. 13,000. B Rs. 10,000 and C Rs S,(K)0. The capital 
will now be : A Rs. 65,000 B Rs. 40 000 and C Rs 25,000. 

Taking B's capital as the basis. A’s capital should be Rs 60.006, i.e. 
40,000 X 3/2 and C't Capital thonld be Rs. 20,000. Both A and C have Rs. 5,000 
excess. Since interest on capital is meant to compensate those wboae cental to 
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is exom of proportionate limits and since in the case of porters it is an appro- 
priatkm (apto&, it will be proper to ^ve 9% preference shares to A & C for 
Rs. 5,000 each and the remauiing amount of Rs. 1,20,000 can be in the form of 
«veqMty shares to be divided among A, B and C in the ratio cf 3:2:1. They 
' f men share the company’s profit in the ratio of 3: 2 : 1 after allowing 

preference divided. 


nhstradea: P, Q and R were carrying on business in partnership sharing 
profits and losses in the ratio of 5, 4, and 3 respectively. The trial balance of 
the firm on 31st March, 1981 was the following— 


Plant and Machinery at cost 
Stocks 

Snndry Debtors 
Sundry Creditors 


Caidtal A/c f P 

Q 

R 


*> 


Drawing A/c: P 

M Q 

•* K 

Depredation on Plant and Machinery 
Tradng profit for the year 
Cash at Bank 


Rs. 

85,C00 

64.200 

66,500 


20,000 

20,000 

15,000 


88,300 


Rs. 


84.700 

63.000 

42,000 

21,000 


25,000 

1,23.300 


3,59,000 3,59,000 


Interest on capital accounts at 5% p.a. on the amount standing to the cr^j 
of partner’s Capitu Account at the Dev°oin8 of year, was not provided 
before preparing the above trial balance. On 31 st March, 198 1 they formed a 
private limited Co. with an authorised share capital of Rs 2,00,000 in shares or 
Rs. 10 each to be divided in difisrent classes to take over the business or 
partnership You are informed as under 

(1) Plant and Machinery is to be transferred at its w.d.v. for I-T, which is 

66 , 000 . 

(2) Shares in the company are to be issued to the partners, at par, in such 
numbers and such classes as will give the partners, by reason of their share 
holdinn alone, the same rightt as regards interest on capital and the sharing or 
profit and losses as they had in the partnership. Valuation of goodwill is arrived 
at by this mode. 

(3) Before transferring the business, the partners wish to draw from the 
partnership their profit to such an extent that the bank balance is reduced to 
Rs. 50,000. For this purpose sufficient profit of the year are to be retained in 
profit sha^g ratio. 
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C4) AJl assets and liabilities except plant and machinery and Ite iMnk 
balance are to be transferred at their value in the books of the partnership as on 
31-3-19«I. 


Yon are required to prepare : 

(a) Profit and Loss Account for the year ending 31*3*198L 

(b) Capital Accounts showing all the adjustments required 
partnership. 



to dissolve the 


(c) Your statement showing the workings of the number of shares of CMh 
class to be issued by the company to each of the partners and details of rights 
attaching to those shares ; and 


Solotion: 

M/a. P. Q * R 
(a) 

Profit and Loss Account for the year ending 31st March 1981 

Rs. Rs. R*- 

To Interest on capitals: By Trading Profit 1,23,300 

P 3,150 

Q 2.100 

R 1,050 6,300 


To Cimital Ac/s, transfer 
of profit: 

P 48,750 

Q 39,000 

R 29,250 1,17,000 


1,23,300 1,23,300 


(c) Statement showing working of the number of shares to be issued tq 
M/s. P, Q and R. f ^ 

(i) Purchase consideration*: Rs. 


Plant and Machinery 66,000 

Stock 64,200 

Debtors 66,500 

Cash at Bank 50,000 


Less: 

Sundry Creditors 


2,46,700 

84,700 


Value of net assets, taken over 1,62,000 

by the Company ——» 



00 


iKOtoi rf 5% Preference ehares of Ri. 10 each to pertnm In lien of 
tli(4r MpKil eo that “iatemt** at 5% pa. U received by them. 


Q 
& 

1J6.000 

0ii) PorduMe ooniideratioa bdag Re. 1.62,000 the balance Re. 39,000 is 
to be satisfied 1^ issne of equity slmres at Rs. 10 each fblly paid, in 
the prefltnharliif ratlQ. 

P 15,000 

Q 12,000 

R 9,000 


36.000 


Note : The qoestion of preference egoity shares to be issued to P. Q and 
R can also be dealt with in the following numner 



P 

Q 

R 


Ra. 

Rs. 

Rs. 

Total amount due as capital 

78,000 

54,000 

30,060 

Amount according to the profit shuing ratio, 
taking R’s capital as the basis 

50,000 

40(000 

30,0Qp 

Rxooas 

28,000 

14,000 

Mil 


n, 

^ P, Q and R respectively may be given equity shares for Rs. 50,000 Rs. 
40,000 aqd Rs. 30,000 whldi will enable them to divide profits of the company In 
the ratio 5: 4: 3. P and Q may be respectively given 5% non^oumuktive prefer¬ 
ence duues for Ra. 28,000 and Rs-14,000. The shove is based on the principle 
that the fhnetion of interest in case of partnership is to compensate those 
Nutaers who contribute capital In exeass of what is required to the profit* 
shartaf ratio. 


Ra. 

63,000 

42,000 

91,000 



1971 R*. Rs. Ri. 1971 Rfc R,. Rs. 

March 31 To Drawings 20.000 20.000 15,000 April 1 By Balance c/d 63,000 42,000 21.000 


H' 
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llhHtvMlM: 

4. A and B carried on business as partners, sharing profits and losses 
The bosineps was being carried on in two departments, called R and 
W. The following is the Balance Sheet as on 31st December, 1978;— 


UabUities 



Assets 



Rs. 



Rs. 

Creditors: 


Land and Building 


R. Deptt. 3,38,800 


(at cost) 


4,10,300 

W. Deptt, 57,200 


Fixtures (at cost less 


— 


depreciation) 


11,000 


3,96,000 

Debtors— 



Loans 

26,400 

R. Deptt. 

1,40,800 


Bank Overdraft 

1,96,900 

W. Deptt. 

2,37,600 





—- 

3,78,400 

Capital Accounts t 





A 5,78,600 


Stock-in-Trade: 



B . 3,36,400 


R. Deptt. 

5,06,000 


-- — 


W. Deptt. 

2,47,500 



9,35,000 



7,53,500 



Cash in hand 


1.100 


1S,S4,300 15,54.300 


As from Ist January 1979 it was decided that the business should be taken 
over by two Limited "ompanies A & Co. Ltd- to take over R. Department and B 
& Co. Ltd. to take over W. Department. 

The lenders agreed to accept 7% Preference Shares of the Companies as 
under;— 

A & Co. Ltd.—Rs. 15,840 
B ft Co. Ltd.—Rs. 10.560 

A ft Co. Ltd. took over the Land and Building, Fixtures and Cash and 
liability to bank, at book values. Stock>in-trade was taken over at book value. 
Partners were to be pud goodwill for R. Department Rs. 1,10,000 and for W. 
Department Rs. 88.0W. 


The whole of the purchase price was satisfied by allotment of fhlly paid 
Equity Shares as under: ~ 

A received shares of Rs. 5,22,500 in A ft Co. Ltd. and balance in share of 
B ft Co. Ltd* 



B received shares of 3/0|240 in B ft Co. and balance in sBaitaadfAi ft 
Co. Ltd. 

The formation eapensM payable by t e speo tfv e companies irere u 

A ft Co. Ltd. Rs. 14.300 
B ft Co. Ltd. Rs. 8,800 

Bank overdraft was later sOttfed at book value by A ft Co. Ltd. ont of the 
proceeds of a loan of Rs. 2,20,000 raised on mortgage of Insd baildlag. 

Both Companies issued Airther EquiQr Shares as under for cash : 

A ft Co. Ltd.—Rs. 22,000 
B ft Co. Ltd.-Rs. 33,000 

You are required to prepare the Balance Sheet of A ft Co. Ltd., after taking 
into consideration the above transaction and to state the amount of share 
allotted to A and B by both the Companies. 

Solntloa ] 

Balance Sheet «f A & Co. as on Janoary 1,1P79 


Liabilities 

Assets 


Rs. 


Rs. 

H Capital 

Goodwill 

1,10,000 

7% Preference Shares of 13,840 

Land and Building 

4,10,300 

Rs.-each fully paid 



Equity shares of Rs.—— 6,49,660 

Fixtures 

11,000 

each fully paid 

Current Assets 


Mortgage on Land Building 2,20,000 

Debtors 

1,40,800 

Current liabUities 

Stocks 

3,O6,O0y 

Sundry Creditors 348,800 

Cash 

31,900 


MisceUaneotis Expenses 


Formatioa Expenses 

14,300 

1244,300 

'*1244^400 


Note : Profit on Realisation is equal to the amount paid for goodwill as 
other assets have been taken over at book value. 



. AHotwat 


A 

B 




'Wcridag N«(m : 

0) Capital Aoooon tt 
A 
Ha. 

To^tevata A^td. 5.22.960 
To aharea in B Ltd. l.SS.lOO 


A ft Oo. Ltd. 

BftCo. Ltd. 

Total 

1U. 

Ra. 

Ra. 

5,22^ 

1,55,100 

6,77.600 

^05,160 

3,50,240 

4,55^400 

^7,660 

5,05,340 

11,33,000 

22,000 

33,000 

55,000 

6,49,660 

5,38,340 

11.88,000 


B 

Ra. 

L0S.l«e l^Balaace 
3.50,240 ^ Raaliaation 


A B 

Rs. Ri. 

5,78,600 3.56,400 

9,000 99,000 


6,77,600 4,55,400 


6,77,600 4,55,400 


(u) Pnrchaae oonaideration: 

Debtort 

Stock-iB'trade 

Land A Bnfldinga 

Pizturea 

Caah 

Goodwill 


A ft Co. 
Ra. 

1,40,800 

5,06,000 

4,10,300 

11,000 

1,100 

1,10,000 

Creditora 

Loan 

Overdraft 

A & Co. 
fte. 

3.38,800 

15,840 

1,96,900 

B&Co. 

Ra. 

57,200 

10,560 

11,79,200 


5,51,540 

67,760 

5,51,540 




6,27,660 

Xa) -Alitd. enhA/c. 

Ra. 

ftrtMtB ttkanrvwr l,t00 

22,000 

Mortgage Loan 2^,000 

'Bank Overdraft 
Pomation Exp. 


2 , 43.100 


B&Co. 

Rs. 

2.37,600 

2,47,500 


< 8,000 

5.73,100 


67,760 

5,05,340 


Ra. 

1,96,900 

14,300 

31,900 

2 , 43 ^ 



Kecomtnctloa of PartoeroUp ; At timei partnerahipt are feoonstnicted 
like joint stock company, with the help of creditors if they are satisfied that if 
by tal^g a further risk or foregoing a part of the debt, tbe chances of reoomy 
of their loan and ca^ ital would improve. ^ 

It usually entails preparation of Reconstmction Account for detenainiag 
the part losses which belong to old partners and writing them off to the debit of 
their capital accounts. If a creditor agrees to join as a partner, the whole or 
only a part of the accounts standing to the credit of his loan account is tTcUtsfer" 
red to his capital account. For the future development of the business usually 
some fresh capital or loan is required. The amount of a loan is placed to the 
credit of the amount of thr party contributing the same on such terms and 
conditions as may have been agreed upon. (Students may refer to illustrations 
at pages 22213^215 of ‘Accountancy*). 

SELF-EXAMINATION QUESTIONS 

1. Explain briefly the rule settled in the case of Gamer vs. Murrary. 
Applying this rule, close off the accounts of the firm, the Balance Sheet of which 
is i^ven below. Partners were sharing profits equally. 


nobilities 

Rs. 

Assets 

Rs. 

Ram Pal’s Capital 

20,000 

Plant & Machinery 

12,000 

Roy’s Capital 

10,000 

Buildings 

5,000 

Trade Creditors 

5,000 

Trade Debtors 

T.OOO 



Stock-in-trade 

6,000 



Funny’s Capital Account 

5,000 

- fy 

35,000 

Total 

35,000 

Total 


The assets were sold for Rs. 19,000 and expenses of the sale amounted to 
Rs. 1,000. {Total loss borne by Ram Pal Rs. 10,000 and by Roy, Rs. 7,000) 

2. A, B and C had been suffering losses for many years and on December 
31, when their balance sheet was drawn up as given below, they decided to dis* 
solve the partnership. They shared profits in the ratio of 1/2,1/3,1/6. 



n 


(kfUal deeowits 

Rs. 

Rs. 

A 

3,000 


B 

1,500 


C 

100 

4,600 


— 


- Current Aeeomts 

k 

soo 


B 

200 


C(Dehft) 

200 

500 


Fixed Assets 

Rs. 

Goodwill 

3,000 

Fixture ft Furniture 

2,000 

Leaaehold Property 

5,000 

Current AsHts 


Stock 

10,000 

Debtors 

25,000 

Cash 

100 


Current Liabilities A Provisions 
Trade Crediton 35,000 

Bank Overdraft 5.000 

Total 45.100 

There exlited a continfent liability In rcapect of a amt filed aialnt the 
partner! for a ram of Kf. 1,000. 

The fhrnitore and fixture realised R*. 1.800 on auction. The leaaehold 
property has only three years to run. A agreed to take it over for Rs 4,000. 
The stock realised Rs. 9,000 and Debtors Rs. 20,000. The balance of Debtors 
Rs. 5,000 was not l»d but they were slow-paying. It was mutually agreed that 
A and B should equally take them over at their book values. The liabilities 
were discharged at book values. The suit was decided against the firm and the 
firm paid Rs. 1,000 to the compidnant plus Rs. 80 on account of costs. A and 
B were of means, but C was insolvent and his estate paid dividend of 25 p. in 
the rupee. 

Prepare Realisation Account and close off the book of the firm (Loss on 
alisation Rs. 6,280 ; A bring in Rs. 6,713 ; B bring in Rs. 3,18?). 



43,100 


Modern Print Service—10,000—Nov. ’84—(Revised) 




/V t 


/ 


119 


The Institute of 
Chartered Accountants of India 


STUDY MATERIAL w. «>*»-» 


7W Si»4f koMbtm pnpanitftim Mtmitf 

fyutimt €iChmtMiAeeommu «f btiku Fmmtmm tfittCmmeU 
Kftim h mU t a * U § Mimt i i fer tf tmf tmUm $i MBpcfm. 

yittM *xf nmd AcntAi mrtnoi tf dtt buHtMt 

INTERMEDIATE OOURSB (N) 

^ AOOOUNTINO ' 

miDYoIX 

ApiiIi «r J«M SiMk CmpuMm 

TMrSkM^CMwrsr: 

teMory Book! 
iMMOfSham 
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AhamdM of Shara G^iiiai 
voavanKia uto bcogk 
R aitoodoa of Aaro Ciphal 
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Radamptloa iriMa then ia a Siakiaf Pead 
CoavataiOB of Dabantaiea 
U a il a r w itrtu of tkai ai and Da l w o t ar aa 
AacoaaluM Rdpoit oa fTotpaataa 


fiMMriM laaRap I dw eaaaaay iy W. Phltlaa (Chepair XU). 




falibNilpitfMt t Tbft aa^ itattnMts tX aeeoaat vf jefoit MoiA eMeip«aki«ft 
oow^fcilWi deaWHOts. The Profit A Lorn Account oootciac as aeceoat of the 
variei^ of tmmirttom catered iato by the eompaay, the amonot of profit ot km 
iniiilltm fitXjil||lote I 0 d the maaner in Krhloh it ha« been dupoced of. The Baluwe 
Sheet fioanckl poeitioa of.the oompaoy by indudJag the baiei of.valu* 

■flon Ilf illffltgj iiiriti ingmtirr wilh their nalnri aaditateethe amoont of liabUitke 
oolilpadhiSfiiafit if aiqr om of them it piqieble pceferaatiaUy, luch a Act ii aiio dii- 
ela^ Iheattooat'of capital ooatribotcd by different claiae* of bhareholden and 
iiilhtaattaoliedtoeadi'claM are aeparalely ahowa in order to indicate theahanin 
oa d Htifi jf t tte d 'anoflta beionghn to each one of them. 

laocon that the atudenta may be aUeteundentand the nature of traniactiooa 
entered into by a company—a record of taUch muat be kept—and the manner 
in iriikm ineae (dteuld te dliciooed in tte atateaenta of account, atudeau ahould 
thoroughly atn^ the dtipter on Aoooonta ip the Companiet Act with the aid of Study 
PapeaMUthMOhM'^hafim nhianaanalnff ehe atndy of company accounts. In tbia 
Study Paper, oidy the, iahpOrtiiht l ooii l feineBli of the Act aa rei^a meiiitgiMnft. of 
aecouata are dheoeiled. 

Books Aeemmtt Thf proviaiona inthia req>cct are conteined in Section 
209ortheCompanka Act, vUdi heve been diKuaaed in Study Paper No. Vlll hi 
Auditing. 

Statutory Books: In addititm to the booka of account, the CompanJea Act aped- 
flcally requirea a few books to be kept for maintaining a record of different aapecia of 
the company'a aetivitiea. Theae, in conaequence, are known aa Statutory Booka. Some 
of the important onea are the following: 

(1) Regiater of inveatmenta of the company not held in ha own name [Section 
497)]. . 

(2) Regiater of Mortgagea and Chargea (Section 143). 

(3) Regiater of membera and Index (Seettona 190 and iSI). 

(4) Regiater of Debenture-bolden and Index (Section 132). 

(3) Foreign Regiater of Membera and of l>ebeatnra>holdera and their dupli- 
oetes (SeoUou 137 and 138). 

(6) Minute Books (Section 193). 

(7) Register of oontracta, compeniea and firms in whiob dlreotora are interested 
(Section 301). 

(8) Register of Directors (Section 303). 

(9) Roister of Directors’ ahare'helding (Section 307). 

(10) Register of loana, guarantees, etc. to, or hiveitaMiUi in thtrea and deben* 
turea of companies in the tame group (Saedone 370 and 372), 

In addition, a company unaliy nmfaitains a omnbar ofamtiaticat booka to liuqt' 
ifooetd of its tiansaiotlaat which bate nsnited BjtlMpia|bepayawatofinoaey to it 
r oonititute the baak on whkh oartain paynwitB hate been BBda by it 

C 'r'«. 



letaistMbkiind 

(fl) Shm Qtfl Book! 

QU) Short Ctrtiflett Book. 

lo rttptct of ihUM, eoapoay obo fflofaitoiiu (o) Shift TftMflM Book i tad 
(b) Dividend Rt|]ittr, in tdditkm to tht Rtfiittr cf Mmbtn. 

liMt of Shtm '• The etudentt ehould ettt(hUy note the following: 

(1) Tht protpeetni mentioutbo Bvmberofihtrttteutd i «. ^numbtrof 
ihorti offtrtd to tht pubUe. The eomptny anmot oUot more thia thli 
number of ihtrti. Hammer, if the nnmherof ihotte applied for it tan 
\\tMn the number of iheree offimd, oUotmwt oon be only for the ihorei 
applied for. 

(;2) The proepectut will alio mention the minimum lubecription, L§., the 
number of ihares which in tlM opinion of the dbeotora, ehould be tube* 
oribed for payment in caeh. Allotment cannot be made ualeu the number 
of tbaree actually applied ibr at ieaet equali the minimum lufateription. For 
thii a period of 120 dayi it allowed; if during thii period applicationa 
equalling minimum lubicription are not received, then, within the nut 10 
days, all the application moneys received must be relbnded. 

(3) A new company mutt keep the application money in a schedule bank and 
keep it intact till the certificate of commencement of buiinew is obtained. 
An exteting company .which Utues ihares hu to keep aU application moneys 
intact in a loheduled bank till subacriptions equal the mii^nm subeori]> 
tion. 

( 4 ) the amount payable along with application, known as applioatimi money 
is determined by the directors but it mint not be less than 5% of the nomi¬ 
nal value. 



latrles '• Upon the iuue of share 
entries are made in the financial books : 

(1) On receipt of the application 
money 

(2) On allotment of shares 

(3) On reompt of allotment meney 


aqx'ta] by a company, the undermentioned 

Debit Bank and credit Share Aiq)Uaatkm 
Account with the actual amount received. 

Debit Share AUotmmit and Share Appli¬ 
cation Accounts and credit Share Capiod 
Account with the total amounts ratpec' 
tivdy due on application and allotmaat 
Debit Bank and credit Share Allotmem 
Acoomi^.with tlu actual amount received. 


Sometimes separate Application and Allotmem Accounts are not prepared aac 
entries relating to appUostion and allotment moniee are pasted through a oombinei 
A p pHe arton and AUmment Aocmmt 
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O m m ka cM^mmM ^ ikmtx la >otwa pracHw, taov «r item an iMHr 

vad^’OroiarNteorited Wtesta tebii vateMiAaerited. «(rki anaadim 
Iteteteortteitemtepaidftr.iMovidtetteateteamMiteofIteiMfeMbiMniMd * 

■adtittooapsay cm pta cw d te ifl o tma u Ontteotter baBd,tf«i temiiom* ' 

nteeribed, MM of tepHiatkm my te ntjielid Md apfteatka MOtey 

tempMtor otten.«i^apart oftte item ^vlM ibr mqrte alottedaadOa 
tmm aaMaat raeiivad atdiiid towardi altotmaf or eall iMmy whioh tei fttai or 
wfll MOO fim dm for payoMoL The aotiiM are 

(1) Oo nftiad of app H oa ti oo DiMt Share Applicatkao Aoooaat aad 
tnooqr to applieaati to whon credit Bank wMi the aawuaii lafteded. 
them have ooC heeo allotted. 

(2) Oo ooly a part ofaham Debit Share Appikatiooa Aeeooataad 
•ppUed for allotted. credit Share ABotiDMit aad CSaSe ia,Ad> 

vaaee Aceouat (io mpeot of aaMoat held 
. Ibr credit to ^ caO aooooaii.) 

Studeata ihoald wod: throng Ohittxmtioa 18.7 oo pipe 677 fat jUtmteai Aee- 
mmu by Shokk ft Orewal to leera bow ia firaetioe inch a ifantioa wiM be dealt with. 
hMoftraa,aooooBtiare eoocwroed. 

Inaeaf ShamataPieariaoi (Sec. 78): Whaoa oooipaoy imea ahamtta 
fnaSam, eftether Jbrciah or otbetwfae. a loia eqad to the npniatti aaioim of 
the pnaiiom, ooBeotad oo ihaiea, amt be credited to "Sham Prmhm Aoooaat**. 
TheaaMtmt of lucfa a preariam caaaot be ctilfacd except for pa i pwee itatedioSab- 
aeotioo(2) r^Seotko 78. To the oaleat aot eaipkyed for die pu r poiee ilbiBBieatkaod, 
tbeaoMaatanntbengardedaapartoftbeciqMtol coamuvtkoethereitrk* 
tko ai raprda the ledaetkm of o^ifael fa appUoabk diereto. 

The premfaiai fa oniaHy payabk with the ketalmcat doe oe tePMftko or aSot* 
aMotdbd,ifio,the amoaotof ihaie pnrahim fardaded ia the applicatka or alkfa* 
amt BMoey ihodld be aapreiMod aad ereditcd dfaeet to the Share Prerafaua Aocouat, 
oriy the boleaoebeiagoraditad to Share GepHal Aoooaat ^ 

StemfaeaMatadhoeaat (See. 78) A oMnpaay cao fawie eham at a dfapouat 
Mdtkht o oatafai e d io Sabieotioo (3) of Sectm 79. Wteaeveraham 

are fawad at a dfaooaat, A p pM r a tion aad .Alktmat or Cell Aecoim fa dabiiedoo|y 
with Ae aet momt tea aad the dfaoooai'akowed fa dehitad to tea Dheooat oa teae 
of ShamAoooantaadorediledto ShiraHChpital Aoooaat toaMfceaptea aoodoal 
aaMaatofteomateearlbad. The dfaoooat oo ihareo. tffl the «m fa wriltM oC ii 
thowo ai a aepariie haoi k tee Bakaee Sheet 

StodeateihottewoikterooteB*ki«tka 188 oopapedSli* tehaaeedteee- 
Mtfa hy ttraUa ft OwwaL 

O/bktAnmrmtitt Ai nm t* t latamtoaohi faTacnarfa moamibli^ 
teat ia letpecl of oaHi ia adwona fa pttMt, amcdfaf to piovfaieaa la tefa 



inlii w nt tl wiii Hmm «c t(iMitot» 
ty^Aitklii.T«ile ApiwtffcM 
tX«ip<K% mm iw y ml w ly ftr ^ fai «nMr«adtiwii|» 


DlfWtM, ho««Mr. have tht fight to waivadM ptyoMot of intmitMMttli. 
MiWB. CdliitodM^K^tvBMininottathMipnytMdnd TtehooktoiriH 
to b« ptotod far tte adUttitaMBt cf Mch tetetMt aiaonoh tbemto w tboM in mm 
of ti iji p ntof y hqiffoarii i or lonu raitod. the only dtf h wnce bdat that debtoait' 
nJtod and c n id it i'aia #toa to Suodiy Manibm Aeoowit (and not tbaindhidwl 
acooMta of ihaf a ho h fan ) in mpect of tatareat laoovataMe on cilia ha amar or thM 
payahlaon call r we h ad to advaaoe, tha cotiatooodint entrkobring madatotoe 
IgMraat Raoehralda on Oaila in Amara of Intemt PayaUa on Call to Advanee 
Aooonat, raapeodvriy. Saa iDuitintioa 1^.9 tM 

iHMtoto and aatoana af S haaaa; The artieiao ofaeompany uanaByaothoriaa 
toe Ofaaetoca to foiftit toaraa of a mamba m accoont of non-payment ofacaOor 
toteroatthanoaiafter aarriag him wKhapfior noliee aapraacifbadby. toaAitMas. 
Ditaetotaalao have toe figltt to oanoel aucha forfriom befoia the fuMtad ahana 
are re-aBottad. Stodenta aboald note that though a petaon oeaaea to be a aaentoer on 
toafOrfrituroof hkahaceetbecdl ebntinnee to bo liable for the unpaid oaUadnaon 
dm date of foribitote until! toe nominal value of ahaicp ia fbUy paid up.Bnttoefr 
eovary of toe amount being uncertain, no credit in reqwct tocnofii anticipated in 
books of aoconm. 

Sobaaqnent to forfriture, a company, aubjeet to any contiaty pcofvition to the 
Artklea, nmy re-issae the sharea at any price whatever to long aa toe amount rsea- 
teabk on ra tome together with that received from toe original allottee ia equal to 
or to to oKOteB of the oalled-up vntna of the tbaiei. The law tone permito toe latoMe 
of focfritod dtarts at a prka which may be leaa than their nomiiinl vnlua. 

On forfriture ttfahares whirii were iaaaedata premium, toe amount of than 
premium teaeivod toeroon sbottM not be forfeited and tianafcncd to the FoafUted 
Sham Aflcount on toe oonaktention that the amount can only be uaad for piiipinea 
•peeided in Section 78 (2) of the Co mp na ie t Act. At ludi, tha amount of ahan 
ptcminm heU by a oompany may not alwaya be p eo p o rtio rm t e to the ahnrea totnad. 

If abam originally iaauedata toaconnt an forfeited, propo r tionate part of toe" 
dtoeount ahould be written off by debit to tha PotfaHed Sham AooonaL Onn-hane 
toa imonnt proportionate to the iiham le-towcd ahonld be friaatatod to toabooka, 

aofhat toadhoount on abam wOlremain to prtqwrtion to tka thane aotaaliy totnad. 

Tha poaition in r aipac t of dtomnnt to tout different flrom that in tha can of pcentan 
oftonaaottrimaa. 

Uptoifotfeitnir% toe Sham Oapilal Aeoount it dabited and Porlblted Sham 
' Aaowntto'endtoadwltotoeddlad^aiimuiitoftlie ahatea. Aftetwatdi,tite anonnt, 
ttoitodinntatiwneoennttotiHaindnn ii to toaaaMmnt paid npon anehihnnen- 

Cl VN wOOBBC Ol praSMBa 



ItwUltethwmidiMtetapoifHMi^tbt rw^ M v iUNwr - 

A««aat.llloeg irMi tto aadttt fwriwUt ontHwui IM «|iiir^ Kb* flW 
advidtt»ofdMr««old,dMttldb«tnatf^ M dwShmQvittlAeepoMMwim 
ttwrawtoaxeaMofflie »>«■«»«*■» vidiM.the noM amoaiit mult be inuMflirred to 
Reeeref liiiee it wfll be a capital profit. Sea UluttiatJou IS.S A 18.6 mi pa|e 

67S-76, bo^ DO. 2. 


fatrtae BcMm to ForMtwe of Shane 

MU Crtdit 

1. Share Capital A/e Forfeited Sbarei 

Account 

2. Forfbitod Shane A/c .(a) Cafl Account 

(b) Diicount on 
Sharea Account 


(with the oal|edtq> aawunt 
on the ibaiM forfWted) 

(with the amount of unpaid 
call and diccounton ihani^ 
if any). 


BMrlee eo re-taeae of Shani 

Bank Account Shan Capital 

Diaoount on Sharee 
Account 

ForMtod (1) Share Capital 

Sham Account 


(2) Capital Reaerve. 


(with the amount payable by 
the new memben) 

(with the amount of diacount 
on ihaiea, if any, originafiy 
iiaued at a diacouat). 

(with the diicouot now alio* 
wed,/.«. the difiRBreoce beu 
ween the amount pahi on 
ahaiea and the o^t for 
which ia to be gjyen to new 
memben). 

(with the auiplua on re>iaaae) 


: Qiamour Ltd. invited applicationa for 15,000 of its equity aharea 
a Rt. 10 CMh iiaued at Ra. 1150 payable aa foilowa : 

On application on lat July 1970 Ra. 7.50 per ihare 

On allotment on 31at July 1970 (including premium) Ra. 2.00 per ahare 

On fint and final call on 31at Auguat. 1970 Ra. 2.00 per ahare 

Applicationa were received for 18,000 aharea and it was decided to deal with 
leaameM foUowa in anangement with the atock-eachange autboritiea : 

^) To refbac allotment to applicanti for 800 aharea 
(b) To give (bU allotment to an applicant for 2,200 aharea. 

(e) To allot the remaining aharea pro>nta amongat other appbcanta. 

(d) To utiUae the aurplna received on applicationa in part payment of due on 
allotment 

An tpp* i*T"* to whom 40 aharea were allotted, fkOed to pay the amonnt doe on 
lefim and final can and hia aharea wen forfeited on 31at October, 1970. Theae 
lam were re-iaaoed on 5th Kovember, 1970 aa AiUy-paid at Ra. 9 per abate. 

(Hve Journal entriea ioehidinfUioae rdatmg to caah to record the above tnni- 
ctiona. 



Partletiars 


GLAMOUR LTD 


Dr, 

Ri. 


Cr. 

Ra, 




Dttt 

1970 


July 1 Bank Aooount Dr, 

To Share Application A 
Allotment A/c 

(Application money received on 
18,000 shuet G Rt. 7.50 per ihare). 

„ .Share Apjdioation ft Allotment A/c Dr. 

To Equity ware Capital Account 
To Share Premium Account 


(Ai^ication ft allotment money 
on 15,000 Shares @ Rs. 8 and 
Ra. 1.50 relp^vely transferred 
. to Share Capital and Share Pre¬ 
mium Accounts fUh Board’s 
Resolutimi dated. „). 

Share Application and AUotnfwitt A/e Dr 
To Bank 

(Applioation monpy reftinded 
on 800 shares tUk Board’s 
Resolution dated..). 

July 31 Bank Account Dr. 

Td ApidioBtion and Allotmeat A/c 
(AUoti^t money received on 
15,000 aharea ® Ra. 2/- per 
share leas Rs. 16,500 received in 
advance on 2,200* shares @ Rs. 

7.50 per share). 

Aug. 31 Share Pint and Final Call A/c Dr. 

To Equity Share Capital A/c 
(Amount due on 15,000 ahares 
® Rs. 21- per share vkie Board’s 

Resolution dated.). 

Bank Account l>r. 

To Stare First and Pinal Call A/c 
Fiiet and Final Call money tecet- 
ved'on 14,960 sham G lU. 2/- 
per share). 

Oct; 31 Equity Share Capital Dr. 

To Share Pint and Final Call A/o 
To Sham PorlUted A/o 
(40 sham fbrfthed for non* 
payment Pint and FIbbI ChQ 

rm Bo^s Reeolntloa dated..). 

'SilKl siam allotcad to lypBcants of 1^000 Aam. 


1A2,S00 


6 . 1)00 


13,500 


30,000 


29,990 


400 


U5.000 

1.2(MI00 
23,500 ^ 

6fii» 

13400 

31400 

29430 

10 

320 






4 


Hav. 15 BhakAoooaat 

Dr 

.350 1 

4 

Slauea FMftiteil A/a 

Dr. 

46 

4o 

To Sqaity Slaira Capital A/c 


■ 

(40 fotfWted foam re*iaanadC 

Ra. 9/par foara aa folly paid np). 
Sham Foifoitad A/e 

Dr. 

2I0 

- 

To Capital Reeerve 
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(BdMoe ia the Sham PfltftitMl A/e 
tnmfemdtoCapitalReiem).. , . 

BtaMiatiM: TIm Auton Compaay Ltd. teaed 40,000 BqiAy ShuM of lu 10 
Mh, at a praniuiii of Ri. 2.S0 per lOaie. Tbe amoont payabia aia lU. 2 ob Appli* 
eaik^ lU. 4.30 oa Atlotoieat (iadndiag pcembaB) aad Ra. .6 oa caU. 

, OMOOahaieaiaeia applied for aad owfag to heaayom-aaba ct jp ti oaa,allotiB€at 

aaa aatda at fbUowt: 

AppUeaau for 23/)00 ehatei (ia l a i p ec t of *pf|V'atipa for 2,000 or aKm 
ahareO waf* allotted 10,360 riiarei. 

AppHoaide for 40,000 eharei (ia raipeet of applicatioaafor lOOO or non diarw) 
«m aBotlad 14,200 sharee. - 

AppUeuta for 25,400 foam were allotted 13,240 ^harea pro rata. 

It wai decided that the exoeu amoant reoehed oa appUcatioa woidd ba otflM 
iapayaMotof aUotiaeatBKMiey aadteearplii«,ifaay, weaUbenAaedatl. 

AaOtaataa, to whom 300 aham were idlotted oa pro laia baab, foOed to pay tba 
a H ettaa e taeoacy. Nifoikanta who waaallotied 430 foam alK>oopiD»raiabaakfldkd 

toju^iMeaR money. ThairSiMm were oonmiiNfoSyforfotodalter the eaUwaa 

Rim the acoamry Joaraal eatriaa aad record the fooaa tianfonlnaa and foow 
tha iMk Aaoaoat 


journal 


Baak Aooouat 

Dr. 

Dr. 

Ri. 

1.92,500 

Cr. 

Ra. 

To Sham Applioatioiii Acoouat 
(Applicatioa money leoeWed oa 96,400 



1.92JOO 

abam f) Ra. 2 per ahare) 



1 

Aam AppUeatioa Aoeonat 

Dr. 

an^ 


Share AUotmett Aooooat 

Dr. 

1,50,000 


To Eqdity Oan Oufoal Accooat 

To ShaiB Pramhim Aoconat 
(AaattaatiQa tBMaay ^ dOuODO item 
teuafomd to naia jiipitel Aeeooat: 


1.601000 


Attomaat nwiiQr dw^l^ 2 abo 
t i aa dtera d to Btfrity il^pya Capital; 
aad Ra. 2.S0 to Shaie Praefona rida 



I 


Shut ApiMkraom AoooDot 

To Bank AfleooBt 

(SuplQt Application money, after a4fintmaiit of 
aUoteient money dee, mtenied to the aj^Uoaata 
who applied for48,000 item aed wen allotted 
14,200 chani) 

Dr. 

3,700 

3,700 

Shan AppUcadona Aoommt 

Dr. 

1.09,100 


Bank Aooonat 

To Share Aliotment Aooonnt 
(The amount noeived and applkntton money 
a4iufted against allotment) 

Dr. 

69,930 

1.79430 

Sham Call Account 

To Equity Share Ca|^ Account 
(Call due on 40,000 sbaree 9 Rt. 6 per 
share u per Board's Resolution dated,..) 

Dr. 

2.40.000 

2,40400 

Bank Account 

To Shorn Call Account 
(Call money noeived on 39^130 shares & 

Rs. 6 per sham) 

Dr. 

243,300 

243.500 

Share Cairital Account 

Dr. 

7,300 


Equity Shan Premium Account 

To Forfoitad Shares Acoonnt 

To Shan Attotment Aooonnt 

To Shan Chil Account 

(The forfeitore of 300 sham of Anllbaiaa 
and 4S0 dians of Nishikaain u per 

Board’s Resolution dated...} 

BAN! AGOOIWT 

Dr. 

730 

2400 

930 

4400 


Dr. 



Ck. 

'\ 

Rs. 


Rs. 

To Shan Application 
Account 

143400 

Sfaate 

AppBcttioa Account 


To Shan Allotment 


(amount rsAmded 

9,700 

Aooonnt 

694^ 

By Bakneec/d 

494490 

To Shan OiU Accoont 

2,35,300 




448430 


448490 

ToBahmcab/d 

444490 





IV 
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: A. B. Limitsd iMati SOJOHO •qiiMy Muam of lU. 10 cMb at» 
jMminiaofRi.2.50pert]iore. Uador tbo tanMofthe iiroe,the ihtra aore to be 


paid for as MkHn: 

1973 Jamaiy 1, ea appUcation (ladadlnt Its. 2.30 

pceoDthmi on iisiie per share) Rs. S.00 

February 1, on anotment Rs. S.Q0 

March I. baboee of Rs.230 

The isstw was OTe^snbaer^bed. The aj^dicatioitt received are mnunarised below: 

Nimbtr ef Of^ k a t kms iM.eategorl^ 
40 20 1 

Apfdied for by each ap^icant 

in the three eatefi^ 1,000 lOyOOO 40,000 

Issued to each applicant SOO 1,000 10,000 


One of the conditions of the issues was that oaonats over-paid on ivpUaatkm 
were to be retained by the*coinpany and used in rednbtlon of Ihrtbsr sums due on 
shares allotted. All surplus contribudons were refhnded on 13th February, 1973. 

Swaminathsn «dio had subscribed Rs. 5,000 on an appUoation 1,000 shares 
was unable to meet the claim due on March 1. On AprO 1, 1974 the diremocs forfbi> 
ted his durcs. All other shareholders paid the sums requested on tha dne dates. 
On May 1, 1973, the directors re-issned the forfeited shares as flilly paid to Oaaapathi, 
on noeiviat a payamat of Rs. 3,230. 

Yon ore required: 

(a) To prepare a statement as on I^bcuary 1,1973, abowlni the over-payments, 
undei^paymeat to in respect of oateft^ t^appUcaots; and 

(b) To show bow the above transactions wonM appear in the jonmal of the 
company. 

Answer i 

(a) AB Ltd. 

Sta t e msa t of Shares Applied for, Allottod and Amamda iHlastsi 


Applied 

A 

40,000 

Cais|srlee 

B 

2,00,000 

c 

40,000 

Allotted 

30,000 

20,000 

10,000 

Amount Received 

Rs. 2,00^000 

10.00/100 

2,00,000 

AtUnstad cn AUotmeat 
• Rs. 10 per share. 

2,00,000 


1,00,000 

Traaslbr to coll in Advance 
• Rs. 3.30 per dmre 


SOfiOO 

25,000 

Rstad 

— 

t.som 

75/100 
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m 


Buk Aoeount Dr. 

To Shan Api^oatioD ud AUotBMBt A/to 
(An>HottioD money reeeired on 2,80»000 
■htotei 9 Re. S per ehen) 


Share AppJicatkm and AOotmeat Aecoont Dr. 
To Share CSapital Aoeount 
To Share Premiuffl Aoooiint 
To Bank Aoconnt 

To Gail hi Advaao^ Aoootmt 
(Applieatioa aad aUotmeat money 9 
Re. 7.30 per ihafe and diare preaiium 9 
Ra. 2.30 pec ehare tomMAmd to Share 
Capital and Share hmnhim Aoooants tee- 
IMctivdy aad ea ee m money tiaad'erred to 
Call in Advanoe Account and the amount 
leftmded to ihareholderi rUk Board’s 
molntion dated .... ) 


Share Hnt aad Final Call Aoeount Dr. 

To Share Cqdtal Aooonnt 
(Pint call money doe on 30,000 9 
Ra. 2J0 per share ridt Board's Rescdntlon 
dated.) 


a k Aooount 
in Advance 

To Shore First and Final CaO Aooount 


(First and Final Call money received/ adiueted 


Dr. 

Dr. 


1S73 


April, Share Captial Aoeount Dr. 

I To SBiaie FoifUted Aoooont 

To Share First and Final CaO Aoeount 
(SOO shares held by Seramlnathaa forMled 
Sv noa^Myrnent of Fbsi and Fimd QsU 9 
Rsl 1.30 per share ride' Board’s Resohrtion 
dtotSdM. . 


br. 

Mm. 

14,00^000 


14.00A)00 


1,25,000 


48,730 

75,000 


5,000 


Ch 

Rs. 

14,00,000 


3,73,000 

1,23,000 

8,23/100 

75,000 


1,23/100 


1,23,730 


3,750 

1,250 




Dr. 

Dr. 


hb9 

1 Buk Aoeoust 

Sham Forfritid Aooonm 
To Shaio* Capital Aoeouat 
To Sharo PmnJuia Aoeount 
To Capital Raaerva 

(Tha SOO (brfWtad iharet ra-faiuad to Oan> 
patl on payment of Ri. S,2S0: Ra. 3,7S0, 
batanoe of iham Forfeited Aoopunt tiane- 
ferred to Ci^hal Reeerve) 


5^ 

3,750 


3,000 

230 

3,750 


CaMaHai qf Prpftt on rHuiu ef forfttud Sharti : Student! will appradate 
that the credit balance or forMted Sham Account cannot be oomidered a lorplua 
wnril the diaret fbrfbited have beet rwiasued, becauae the company may, on re<teua, 
allow the dlaeoant to the new porchaaCT equivalent to the amount held, in credit in 
thia tegard in the Forfaited Sham Aosount Suppose 120 aham of a nominal vatne 
^ Rs. 10 have been forfeited upon which Ra. Sper ahare was paid up and tranafemd 
to Forfeited Account Afterwards, 50 aham are re-iaaued, Ra. 6 per ahare beini 
to make them fuliy paid up; Ra. ^ out of aham forfeited wiil be credited 
to Share Capital Account to make up the deficiency on re>itaued share, and Ra. 30 
will be tranaftrted to the Oadtal Reamve Account being the aurplns on te-iasne of 
the 30 aham. It wouid have in the Forfeited Sham Account balaiwe equivaient to 
the amount ooliected on the remaining 70 forfeited aham which wU be carried tot- 
nud till these ate reissued. 


In the above case, it hu been assumed that the amount paid up on ali the 120 
forfUted aham was Rs. 5 per share. But, in practice, share may be forfdted on 
whfcdi varying amounts are outstanding. For inmnoe, if in the above caae 70 aharas !• 
were fbrfbited with Rs. 5 paid up thereon and 50 shsm with Ra. 7.50 paid up thereon, 
the credit in the Forfeited Sham Account would be Rs. 725. The amount to be 
credited to Capital Reierve will depend on the lot of aham ro-iiided—it wiD ba 
Rs. 175 if the aham are those on whkdi Rs. 7.30 was originally paid. 


AMaratleB ef Share GqrftnKSee. 94) 

Sub'dhUUm and CentoUdation of Shcau : If authorized by its Articles, a oom- 
nany may, in a general meeting, dedde to sub-divide or consodidate dm sham into 
those of a «««■««> or higher denomination than that fixed by the Memorandnm of 
Aiaooiatioo, so long u the proportion between the paid up’and the mqiald atnoiM, 
if any, oa the sham oontinua to be the lame u H was in the case of the otigtaBl 

duns. 

Foe *pB», a company with n oaptel of Rs. 10,00,000 divided into 10,000 
eqaitydumofRa. 100 each on whkhRs.73 kpaid npdscidasjto noepaimid 
capilBlbyiplith^oaaaquit) ahanorRa.100 each into 10 neh aham of Rb. 10 
«cib Tha BOMa q aw t Ial uuiy to ^ pawed in wdi a can wodid b»- 
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tir. 

Equity Shares Capital (Ri. 100) A/c Dr. Rs. 7,56,O#0 
To Equity shares Capital (Rs. 10) 

Being the ■ub'division of 10,000 shares 
ofRs 100 each with Rs. 7S paid up 
thereon into 1,00,000 shares of Rs. 10 
each with Rs. 7.50 paid up therecm as 
per the resolution of shareholders 
pasted in the General Meeting hel4. 
on . ) 

Similar entries will be patted upon consolidation of shares of a tmallar amount 
into those of a large amount at well as on converting fhlly paid shares into stock. 

Students may refer to illustration at pages 877-879 of AeedmtaiKjf by Pickles 
to acquaint themselves with the mann« in which entries are made in the accounts 
books in different circumstances upon a consolidation (» sub-division of shares. 

Shaft Warrants to Bearer : It it the practice with certain companies, particu- 
Isrly those having foreign shareholders, to issue share warrants to bearers in respec t 
of fUUy paid shares; the warrant may be transferred by mere delivery without regis¬ 
tration. Such a practice is authorised by Section 114 of the Companies Act provided 
h it permitted by the Articles and the approval of the Central Government hat been 
obuined. Since share warranu are negotiable instruments, an accurate record of 
the quantity of share warranu printed and those issued roust be maintained. On the 
issue of the share warrant, the company must strike off the name of the member, to 
whom a share warrant has been issued, from the register of members and enter 
therein the paiticulart of shares included in the warrant with their distinctive 
numbers and date of issue of the warrant ^ 

The share warrant should disclose on the fhoe of it that the bearer thereof will ' 
be entitled to the shares spMifled therein. The company issuing the warrant may 
also make a prchrUon for Aiture dividends on sudi shares being paid by coupons 
being attached to the warrant. 

It is open to the bearer of a share warrant to have his name restored to the 
register upon surrendering the warrant and paying such fee as the Board of Oireotors 
may determine. 

Ordinarily, a shareholder to whom share warrant is issued oeases to be a member 
of the companv. But Articles of a company may provide that he will be deemed to 
be a member of the company within the meaning of the Act for any purpoM defined 
by the Articles In that event, a share warrant may also operate as a qualification 
for directorship. 

In order to enable holders of share warrants to attend and vote at meetings 
of the company, the dates of the proposed meetittgi are notified ^ advertieemsot in 
the Pie I and the holders are required to lodge tbiir timre w nr m n ts at tiw eompaayt 
regist^ oflfee on or before a qwdfiad data prior to As aBoating. finch a pmetfea • 


Cr. 

7,5(MX)0 
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■ Jwiw hM risk of pers6a«,>lio nl^ hmo taproperly obtained tooponuy posaea- 
tion of the wnnuti. attempting to eietdw the privilegei meant to be enjoyed only 
by hoM/Me meniben. 

CmtfertMiitffiillypakiShaw Into Stock aid Stock Into Sharesi Stock k the 
ooneolidation of the shme capital into one imit divisible into aliquot paits. While it 
it fanpoaaiUe to ttanifer leit than one thareb any amount of itodc may be tranafltned. 
In pnwtke, however, compankt rcttrkt the transfer of stock to multiples of, uy, 
Rt. 100. A company converts its fhlly paid shares into stock. [Section 94 (c)]. Upon 
the company oonvoting its shares into stock, the book-keeping entries merely record 
the transfer from share camtal account to st^ account But a separate Stock Regis¬ 
ter Is started in which details of members* holdings are entered and the annual return 
is modi&ed accordingly. 

Reda cti oa of share ct^ltal (Seetlen 100): A company limited by shares or by 
guaramee may, if authorised by its Articles, reduce its share capital by passing a 
special resolution. After the company has piused the resolutiMi it must make a 
petition to the Court for obtaining omifirmation of the reduction. The resolution 
to reduce capital would take effect only aftm the Court’s order, together srith a eopy 
of the minutes r^arding redaction, have been filed with the Re^rar. 

The following are the ways in which reduction of capital may take place : 

(1) By extinguishing an uncalled liability on partly paid shares of the oompaay. 

(2) By cancelling or writing off any paid up capital which hat been lost or it 
not represented by avaflaUe assets. 

(3) By paying off any paid up capital which is in excess of the needs of the 
company. 

After the amount of the lost on assets and/or the addition to UabiLties have been 
ascertained, the following entries will be passed : 

(i) Debit Share Capital Aooomit (old) For the reduotien share capital. 
Credit Capital Reduction Account. 

Credit Share Qqiital Account 

(new). .. 

(iO Debit Capital Reduction Account To write df assets'Or provide for 

Credit Profit and Loss Account liabilities not already recorded, 

(equal to iu debit balance). 

Credit assets in detail (induding 
fictitious assets, sx> Goodwill, 

Preliminaiy Expe ns e s andUabiU- 
ties (in de^. 

(iii) Debit OqpHal Reduotion Aocount To transfer any credit balanee in 
Credit Capftal Reserve Aeoount. the first account 

When cash is to be rstumed to msoAeis: 

(1) Debit Share Capftal (old). 

(H) CtadR Sandry Maaban (amount to be repaid). 

(ifl) Oradit Share QvKij (new, as rsduead). 



Stad«Bt» inty tbo to Ahtrottoa 20.9 at pafM |52 to 87S, Bart It AAMooMt 
AeepiMs by Shukla A OrrmL 

Student! would have o b eerved that for writing off capital, wbkb la not r^rew 
tad by available aaaeti, h ii neoesiaty to first transfer the book value iff aiaM whidi 
have ceased to have any value or their excea value to the Capital Reduction Acoouit 
The balance in the Oqiital Reduction Account, if any, h then tmnifiDrred to G^^tal 

laserve. 

Balance sheets pr^iared, after th. scheme is implemented for five years must 
show, in the case of fixed assets, the amount written off under the scheme. 

Paymcets of CeaimissioD and Brokerage (Sec 76): As long uthe payment of 
commission is authorised by the Articles, a company may pay commission fur obtainini 
enbeeription to its shares or debentures offered to the public at krfe. The commie* 
Sion diould not exceed 5% of the price at which the shares are issued or the amount 
of rate authorised by the Articles, whichever is less. In the case of debeotuns, the 
rate should not exce^ of the price at which they are issued or the amount 
or rate authorlred by the Artidet. The rate of commiseion mutt, however, be cUMloaed 
ehhm in the piospectus or the statement in lieu of proepectus. The oampaiiy may abo 
pay usual brokerage in addition to or in place of the commiuion mentioned above. 

RedeeaMUe Pr afer soee Shane (See. 80): A company limited by aharet //so 
authorUtd by its Artklss, may iuue preference eheres which at the opinion oftbie 
oompeny, an liable to be redeemed It should bo noted that— 

(a) no sLares can be redeemed except out of profit of the company which would 
otherwiae be available for dividend or out of proceeds of a fteah inua ofsharaa made 
for the purpose of redemption j 

(b) no such sban can be redeemed unlese they an ftilly paid ; 

(c) the premium, if any, payable on redemption mutt be provided for out of 
the profits of the company or out of the company’s Share Bremhim Account before 
the shares in redeemed ; 

(d) where any such shares are redeemed, otherwise than out of the proceeds of 
a ftc^ issue, there shall, out of profits which would otherwise have bean available 
for (Uvidands, be transferred to a reserve account to be called Capital Redemption 
Raaerve Aooonnt, a sum equal to the nominal account of the aharaa redeemed; lad 
the (Movisiona of the Act relating to the reduction of the ihnra capital of a company 
shall, except u provided in the sdctlon, apply as if the Capital Redamption Reserve 
Account weie the paid up shares capital of the company. 

Prom the legal provision guftined abo^i it is apparent that on the ledsmptlen 
, of redeemable pnfereaoe shaill out of accumulated profits, it will be nsoessary to 
tetfaasflsrto the Capitaliftaiiemption Reserve Aeeoimt as amount equal to the 
amount repaid on tha..iB(|tmpHoa of prefer e one sharra os aoootmt of Ihoa vahw lass 
' procted s of a flrsih Innb of capital made fbr the pq rpose of redaaqgioB. The 
I object Is tiiat with the repayment of re de emable prs fi ra an o e sham, the aaeority for 
' oreditoni ffiould sot he reduced. At tfasN, apnt eftha praftre s oa wpftal may ba 
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ivdlfllMirt aosMBatMed pfofiU and the bakaoe out of a flmh teae. Tfae 
cntrifa whidli liavo to be made on the redemption of preference marital are shown in 
the ffinstiatioB that foOowi: 


Dha^rallad; The Balance Sheet ofProduom Ltd. as on 31st December, 1970 
is as follows: 


Share Oq^: 

Rs. . 

Fixed Assets: 

Rs. 

Issued ft Fully paid: 


Land ft Bldgs. 

1,00,000 

SOO RedeemaUe Pref. Shares 


Han 

30,000 

ofRs lOOeach 

50,000 

Fhmitnre 

2,000 

9,00P Equity Shares 




of Rs. lOeadi 

90,000 



Reserve ft Snrfdns: 


Current Assets: 


Rs. 



Rs. 

Share Premium 10,000 


Stock 

30.000 

General Reserve 20,000 


Ddjtors 

15,000 

Profit and Loss A/c 25,000 

55,000 

InvestnMnts 

28,000 



Bank 

20,000 93.000 

OwrastLIabilitka 

30,000 


— 


2,25,000 


2,25,000 


The company decided to redeem its preference shares at a premium of S per 
<^nt on 31st January, 1971. A fresh issue of 1,000 equity shares of Rs. 10 each was 
m^ at Rs. 12 per share, payable in Aill on 31st hn., 1971. These svete fhOy 
snoacribed and idl moneys were duly collected. AU the investments were sold 
reawag Rs 27 000. The Directors wirii tint only the minimum reduction should be 
in die revenuq reserve. 


You are required to give the journal entries, indudiag those relating to cash, to 
record the above transactions fnd draw up the Balance Sheet u it would appear after 
redemptitm of p refe r e n ce shares. 


SohNiati ’ 

PRODUCratS LTD. 
JOURNAL 



' 


Dr. 

a. 




Rs. 

Rt. 

(1) 

Bank Aoeonnt 

Dr. 

27,000 



Profit ft Loss Account 

Dr. 

1,000 


N 

To Invedment Account 



28,000 


(Investmems reaUsad ft ttansfnred 
to PrA ft Loss Account) 




(2) 

Bank Aoeonnt 

Dr. 

12,000 



To Share .A^tpHoathm aad Allotmait A/c 



12,000 


( A ppM n a rion moiwy lecehred on 1,000 

taett JU. 12 par share) 




<4) 


(5) 


( 6 ) 


Sbu* Ap|WMk« 4 ./Df* 

To CipiM Aoeeaoil 

To Share PmahBn Aoeount 
(AppUcitfos OMfiajr OB 10,000 thana tnuMfbmd 
to Shaia Capital A ,Shaie Pmuam A/ot 
vUbt Board’s ResohdloB dated.) 


iim 




Redecmabk Pief. Share Capital A/o. 

Dr. 

30,000 


Share Premiam Aoeouat 

Dr. 

2,300 

. , 

To PrefeieBce Shaiebolders A/e 

Amount payabla on radempUM of 
the prcforeooe sharas at a premium of 3% 
the premiam debited to the Share Premium 
Aaeotmt) 


52,500 

Prefereoee Sharriiolden A/e 

To Bank 

(Astouat due to the preforeoee 
sbarehididm paid) 

Dr. 

S2JOO 

52,500 

Oowral Rseerve 

Dr. 

20,000 


Profit A Lois Aoeount 

To G^ilial Redemption Reserve 
(Amount transferred on redemption 

Dr. 

20,000 

40,000 


of p rsfa ea ce shares for the haluioa Rs. 40^000 


l,e. Rs. 3(^000—10,000^ BOlinal value the 
aawisstM.) 



(4/)<f Smkmptten cf Pnf. Shans) 


Uabmkt 

Rs. 

4m$U 

Rs. 

Sbme Gaoital 

300 Redeemable Pref. 


Raad Assets 

Load A Building 

1,001000 

ataresofRe. lOOeadi 
(Redeemed during the ymx)— 

KLOOO Rqokjr Shares or 

Re. 10 each folly paid 1,00,000 

Plant 

Furniture 

% 

Carrent Assets, Loans 
and Advoines: 

Reserve ft Sorplus 

« 

Stock 

Debtors 

30,000 

15,000 

Shore Piemfom 

9,300 

Cash at Bank 

1 

6,500 

Q4>ital 

Reasrve AeooiiBt 
(Oraatod <mt of 
OsBsral Rsaerve and.\^ 
Pirafit ft AikoM) 
Catlap LkbOMss ^ 

40,000 

AfiOO 


l.«3,500 

} . 

MliSOO 

, if '' 



1 






If t^bMatoe ialhe Slum Arta^ott Aeooimtb iuraflcietd, tin mt of 
tk icdetiip^ uouM be debited to the beluce (t^liii to the 
dr^'bf'dn and Lon A^nai. 

Stndeoti iho^ work through OluitiatiMM 18.17 ft 18.18 Paget 702 ft 703 of 
(VoL ^ Jdrmetd Acemmts by Shukia ft GrewaL 

The Uioet oenunoa method of np^ementiog the capital available to a compaay 
te to itroe deben tu ret which may either be tUnple or miked oarrying no charge on 
aiaett, or mortgage debenturet canyiog either a fixed or a floating charge os tome or 
all the aneta ofthe company. 

A debenture it a bond ittued by a company under ht teal, acipaowledging a 
debt and containing proviaiont u. regards repayment of the princqjal and iuterest. 

If a oharge has been created on any or all of the assets of the company, the nature 
ofthe charge and the attets charged im described therein. Since the charge it not 
valid unless registered with the Registrar, his certificate, regiatering the charge, it 
alio printed on the bond. It it alto cuitomary to create a tnuteeahip in favour of 
one or more persons in the cate of mortgage debenturet. The trustees of debenture* 
holders have all the posren of a mortgagee of a property and can act in whatever way 
they think necessary to safeguard the interest of debentufe holders 

£>i(r{n on Issue of debentures : If the amount of debentures is payable in two or 
more instalments, the entries to be made wilt be similar to those on so imue of shares; 
first the applicition, then the allotment and afterwards various instnlment accounts 
will be debited with the amount of ioitalmenti as they become due and the Debentures 
Account credited. On receipt of cnshfirom the deb«itnic*holden,.tbe first mentkm* 
ed accounts sriti be credited. If debenturet ara tened to vendo:t u part ofthe 
oootlderatlon for a busineu acquired by the company, the Voidors Account 
b debited and Debentures Account credited with the amount of debentures 
issued. Sometimes, debentniei are alio issued u additional security against 
a in*w- In such a cate, the loan would already appear as a liabili^ ; the debeotuiea 
Issued would be shown only whhin Iwackets bdow the partieulars ofthe loan to indi* 
cate the fhct that them have been iitued only ns n seeurity and the amount would not 
xbe shown In the outer column. A memorandum of such an issue would also be kept 
in the Debentures Ledger. AHernativdy, as proposed by W. Pidcles in bis book, a 
Suspense Account may be debited' with the amount of debentures hsued as additio^ 
security and the amount credited to Debentnrea Account; the entriee win be revened 
oa payment ofthe Ion (iliuttrated at page 841 in the tut book by Piekles}No 
iatueit obviously woold be payable on such debentuiM; only interest on toe loan 
would be pi^ in the ordiaaiy oourte, 

DsAetaures issued ut a Prmkm or Discount : When a debenture is iinied at a 
prendnm «.g., afttoset ur a ofRa. 100 being taued forRs. 104, only toe nominal 
amount of toe dabeatoreb credited to Debenture Aeoermt and the pr^nmiieredited 
toDetnntaie fteiniauAeeoQnt IV prmnhun not being a trading pndk, it btfana-Vr 
IhaVtoOivVlIVpetto attoa aVtf If, on toa other band, a debenture 




tenied at a diwoniit e.g,t a deboatim Rs. 100 it ittoed for Rt. M, die liUftwiM 
between the nomiaalamomitirf'the debenture and the amount ooUected it debitad b 
the Debratura Diacount Account The amount of the ditcount it tidnequently wfittei 
off ehber in the year of iasue or treated at deferred revenue expenditure and wrfftei 
off over the period the debenture it likely to be carried at a loan. In reality, hot! 
premfaue or diaoounton debentnret h an adjuttment of the difference between di 
market rate of interett and the rate of intereatdie defeent nr e a actually carry. Ifdi 
ftemeria higher, the debenturet wOIbe imued at a ditcount equal to die p n tta 
(diacount) value ^ the difference. 

WrhlBg off of Dbcooat an D ehent a rct : The ditcount on foe iiaae of Debenture 
ahouM be written off over the varkmayeara in the ratio of foe amount u tHl aed end 
year out of foe inoceedt of the Debentures. 

IHnotratten : R. Ltd., issued debenturet at 94% for Rt. 1,00,000 on lat Apti 
1975, r^yable by five equal annual drawings of Rs. 20,000 eadi. Theeompan: 
cloaca Ht aooounta on caloidar year batia. 

Indicate the amount of ditcount to be written off every aocountiat year, atau 
mhig that foe company decides to write foe debenture ditcount durfog foe life 
foe debenturet. 


Aaawer: 

Amount of “Debenture** capital utilised in various yean. 

Year ended Equivalent annua 



Rt. 

amoufl 

Rt. 

31tt Dec., *75 

1,00,000 for 9 montlit 

75,00 

31tt Dec., *76 

1,00,000 for 3 montba 



80,000 for 9 mootha 

85,00 

31tt Dec., *77 

^000 for 3 months 


• 

(X),000 for 9 months 

65,00 

3lBtDec,*78 

60,000 for 3 moofot 



40,000 for 9 munfot 

45,00 

31tt Dec., *79 

40,000 for 3 months 



20,000 for 9 monfoa 

25.00 

31at Dee., *80 

20,000 tot 3 months 

5,00 


The amount of diacount on iatue of tbarea will be charged to the Profit ft Loe 
Aooonnt in the ratio of eflbctive ntUiiation of fondt, i.e., r e ap ect iv ^, 15 :17:13 :9 
5:1. 

The aibount to be unftten off in variooa yean, foenfore b : 



Ra. 


Rt. 

1975 

1400 

1978 

900 

1976 

'^,700 

1979 

500 

1977 

1400 

1910 

100 


V 



Mtiimftlm^^Debtmiirts t DaboBtafww oroaBy iwtewaable, but • company 
a—if aho Atw faredccMi^ d eb ent nr at. Radebonble debratora my be ndeemed 
fixed number of yean or any tiiM after •oerttin number of yean hudapaed 
aiooe tbdr iaane, on ghriof a tpeeified notfee, or by annual drawing. A company may 
alao purdiaae ita debentmes, uand when oonveaient in the open market and when 
debentmca ate quoted at a diMoont on the Stock Exchange, it may be profitable for 
die company to porobaae and caooei them or, when it is deiiied, tokeq> the deben- 
turea aUve with a view to ieiuiag them again at a later date. 

Uenafiy, according to the conditioae of the iuua, the company b required to 
create a eeeking ftind daacribed aa Debenture Redemption Reaerve Fund, ^ appro¬ 
priating annually a o^tnin percentage of, or a fixed sum out of, its iMofit to ha ctedh 
and investmg the enwnmt thereof either in the purchase of aeourities which are readily 
fitMihia or taking out a policy that shall mature at the time the debenture will fldl 
due for payment. Such an arrangement would enanre that the company will have 
MttBdaat liquid ftuds for the redemption of debentures at tire time th^ sWi fitildup 
for payment 

Utually, the bafauwe tmthe credit of Debeatuia Redemption Fund, after adijua- 
ting therein the etno unt of aj^preciation and depredation 'or inveatmenta on t^ 
mle, ia efther mote or less as compared to the amennt of d eb en tur e s which art p^ 
poaedtobe redeemed. If it ia in excess, the amount is trentferred to the Capital 
RcBerve. on the asaunqition that ia a c^>ital profit reaeived on the wpcedatioo in the 
value of inveatments or aenlement of liability for a kaaer amount than what was 
nctnalty payable. Ontfaeother hand, ifitis short, tiiedeficit ismade up 
tr uiyfcr ftom Profit and Lom Account. The bafamoe in the account, equal to tiie 
mwMnit of debentures redeemed is subsequently transferred to General Reaove. 

Debentures aooietiinm an redeemable at a pceminm In such a oaae, the appn^ 
prhdiea to the Redemption Reaerve Fund thonldbe snllkientto pay off both dm 
•aountofdebeotaicsaadtheptemfaunonredetnptkm. If ao ahiking ftmd Ji oraalsd, 
a pioviaioa for the pre^Biam payable all the same should be ma^ out of pcollts over 
the period of debentona. 

Whan the company doddm to estabUth the aiidtiiig ftmd at the end uf the firm 
year, the amonnt by the nnldog ftiod labim is credited to the akikiig ftmd 

Moooat and debited to profit and lorn acoonot .a the appropriation aaotioiL Thia 
shows the of the company to ael aside regular sums of amney to build up • 

ftmd forradeeming debsntuna. IxMnedialely, the company should also puidm n ot^ 

■ids investments. Entry for the purpose aatumfiy will be to debit aihkinglteidmveah’ 

mantaadendit hank. Itisuometimm thoa^tthat aiaoegoveraneat securitiesw 
debeatares are available ia multiplauof Ra. 10(^ the iaveatmeata sh ould be 
made to the neaieat Ra. 100. Thb may be trae in the case ot a new beue; c(herwiae» 

if aomarldm are purchased from die maricet, it b poeattde generaliy to hweal any .aam 

of mousy tiiat may.be derired. 

ia tiw xabmqaeat years, whaa bOxmk nosived oa mimtaaanta, dm 
aeeouat wfil be dabited aad iatereat oa liaking fbad Innitanat aooouat > 



credited. Ibc bilMwe iathe «eo«at wOil be tiMiferred fo 
iiiebvfltitbe taewi] bKMtmeoe «i|i b* debited t6 the aroit Mak 
edoooiit,end ereditedia OktehiUiit fted acootat. The laveitiMBt every 
be of an ,amottst equal to thcanmial inctalment pliutbe iittereit whidi ateyhaW 
ben received in the year coitaerned. Ibn*. the linking fbnd wiU goonaommilatiiig 
each year * 

Not»: Somettmee it it stated that the linking fbnd b to be U 

that cate, intemt received on linking l\ind inveetmenti will not be credited to nsking 
ftnd nor It will be invested ; the amount of the intereit will be credited to the profit 
and lott aoooottt. 

In the lad year, the linking fund investment! will be realbcd; the amount will be 
debited to the bank account and credited to the linking fbnd investments account. 
Iftliereisany loworproflt.it win be traniftrred to the linking fund account, with 
the correiponding entry hi the sinking Aind investment account. Thui the amount 
available by lale of inveitments will be utilised to pay ofl the debenture; debe tures 
account will be debitw* and the bank account credited The sinking ftind account will 
itill show a big credit balance almost equal to the amount of the debenturei Thii will 
be transferred to the general reserve. 


ffStt : - Inveitments may be realised from time to time and debenture may be ^tuha- 
led either for immediate cancellatioo or as investment is the company pleaies. In that 
cat* alio, theproflt orlon on the tale ofinvettmitti should be tranifen^ to the 
linking fbnd inveitment the interest saved on such debentures should be debited to 
the debenture interest account and crediied to the interest on sinking Amd account 
dhaotly. 

From the aceountint point cf view, the purchase of debentures involves t^ 
i preblemt- flnt, adjustment of the premium or discount, if any, paid on their purchase 
< and, second, adjustment of interest payable on them Where there is a sinking fbnd 
* the amount of premium or discount Is ad>isted therein on canoeliation so that at the 
date of redemption, the balince of the Debenture Investments Acoouat is equal to the 
Debe n t u res Account. But, if there is none, Debenture Investment k treated like other 
inveatments. 


As regards interest, where there is a sinking Aind, the interest im debentures held 
. at an Investtneiit made out of the Aind as credited to the linking ftaad in exactly the 
mmiawayuk the debentures are outside investments. But where there is no sinkiiif 
. ftmd, ihtoe the adjuetment of interest on debetiihires held as investments would merely 

InvolN credHing and debiting the Profit and Loss Account by the same amount, often 

it k not made. However, on dieir nurdiue for cancellation an amount equal to the 
notniapl value of d^afitnres k tr a nsfinre d to Oeneral Reserve from the t>iofitALoai 
Aqeoqaton the eonaidenitioa .that to sodt an extent the profits wiS not be avafl^ 
1 fbr.^ Hf ib utl o n . 


If debentures are purchased within the interest, period, thp price t^Ul be 
Inringiya tirinlatBit provii||d tbwe arc pnrebawA cum httt^: bi^«rrabqiid “« 

to.tk^ nr putubUM 



Ipbrd# to effect thcfreof t&eimoaat of interest iaorniif tiltbediiteof 

^toshne, ie debited to the Interest Account efntet utafch tie teterest for the 
udwie period will be credited. Tfans. in result, n befainee li the neeovnt would be left, 
equal to the interest for the period tin debtttaree were hald'by the eonqiaay. 


htr^ tmf PAmturet m opm Market: Debentures som et im e s aw purcbaaed, 
where there 4i a Siokinf Fund out of the food and. if there b none, u a fenenl invest 
meat; the Ddieatnre Investmeo* Acuhuu or Own Debreitnre Account is debited. 


Siqtpoee a cempanjr hat btaed 8% Be. 10,00.000 debentures, bterest beint 
payablf on 31st Mard and 30th Saptember. The company pmdiases Rs. 30.000 
debentures at 96 on Ist Aufost, 1983. This meant that the c om p an y will have to pay 
Rs. 48,000 as principal plus Rs. 1,333 u interest for 4 months. 


Entry Rs. Rs. 

Qwn Debentures Dr. 48,000 

Interest A/c Df. 1.333 - 49JM 

To Bank 

It should be noted that even thonih Rs. . 30,000 debentures have been purcbaaed 
for Rs. 48,000 there is no profit. On purchase of any tUng, profit does not arise; only 
on sale, a^ in this case caoceUation of debentures, will the question of profit or lom 
a^. 

On 30th September, the company will have to pay Rs. 38,000 as interest to oo^ 
aiders, Le 8% on Rs. 9,30,000 for six months. But since the company is keeping the 
debentures alive, it means, it has saved interest for two months. Thmefbre^ Rs. 667 
should be debited to Debentures Interest Account and credited to die Ptoflt and Lore 
Account. If this entry is passed, it will be noted that the dcboatore inInrest account 
will be debited by the foil amount of Rs. 40,000 which is interest for six months on 
Rs. to lakh. This should be so since the babncie sheet wOl show the UabiUty for 
ddrentuRs at Rs. 10,00,000 Rs. 30y000 own debentures will be shown tm the assets 
side of Bahmoe Sbeht; in the amount oolumo only Rs. 48,000 wlO be entere d . 


Suppose out of 'these debentures Rs. 30,000 is sold at 98 cum interest on 1st 
hfaid 4 1974, and the remaining Rs. 20,000 beancdled on 31st March, 1974. The 
journal entries to be passed wUl be the foUowing:— 




Rs, 

Rs. 

March 1. 1974 




(1) Bank 

Dr. 

29,400 


To Debentures A/c 



28,400 

To Interest Account 



1,000 


iSaleofRs. 30,000 Debenture @ 98oBm 
interest for 5 months credited to Interest A/c, 
the balance being tiie sale price proper) 

(2) Profit and Loos Account Dr. 400 

To Own DdMoture A/o 

' fjbe lore oo Rs. 30^000 Own dOO 

Debsoturm whose purchase price 
UMlfc^MOOatBd) 




24 . 


31tf March 1974 

t%'DcibciitiiieiA/c Dr. 2(MI00 

To Own De b e a tnmt 
To Cq>ltal Reserve 

(Ckaodtathm of Rs. 20,000 Debentures) 


'V' .'1;'>■?■ 


19,200 

too 


It should be noted that the profit m eanoellatioo or redanption of debentures 
dionld be treated as a capital lux^t and, therrfore, credited to the capital reserve. 

Wasifatlna: On January 1, Rama Ltd., had outstanding in hs books 500 
Debcotuns of Rs. 100 each interest at 6% per annum. In accordaitoe whh the powers 
in the deed, the directors acquired in the open market Debentures for immediate 
canoellatioo as follows: 


March 

1 

Rs. 

5,000 at Rs 

98.00 (cum interest) 

Aug. 

I 

Rs. 

10,000 at Rs. 

I00.2S (cum interest) 

Dec. 

IS 

Rs. 

2,500 at Rs. 

98.50 (ex-interest) 


Debenture interest is payable half-yearly, on 30th June and 31st December. 
Show ledger accounts of Debentures, Debenture Interest and profit or toss on cancel- 
ignoring moome-tax. 


ttt Half Year 4% Debentures Aceosert 

Dr. Cr. 

1974 R« 1974 Rs. 

Mar. 1 To Debentures Jan. 1 By Balance b/d 50.000 

Purdiaaed 4,850 
„ Profit and Loss 
on cancellation 
of Debentures 
A/c. 150 5,000 


Inne 30 „ Balance c/d 

45,000 



50,000 

50.000 



— ■ 

trOBC A LMf OB vBBCIHhIOB vi UOMOTWVi 


Jane 30 To Capital Reserve 

150 Mar. 1 By Debenture Account 

150 


DebeMnre lictetest 

— —_ 


Rs. 

Rs. 

Mar. 1 To Bank. Interest 

June 30 By PAL A/c 

1.400 

for2moadu oa 

Rs. 5.000 

50 


Debentuies 

Inne 30 To Dsbcotore- 

holders, Intereet 

1430 



1,400 

1,400 



2S 


Jaw 90 ToCMi 


t) 

1^ Jtm 30 By Dtlwnom 

I t — tA/o(iat 
aiRa.4SjOOO 
• fi%aplo 
JOthloM) 


hdBtiV^Ym 


«% 


AOf. 1 To Book, DebeatofM 
PnichMed 

„ RroftaiidUMioa 
CuMdlotion 
Dec. IS H Dcbentim 

Pmelined 2^90 
„ Profit and Lo« 
on 

of Debeotnrei 37.50 


Rs. 

9,973 

25 


July 1 By Bahnce b/d 


2,500 

32,500 


45,000 




Ri. 


Dec. 31 M Bilaooec/d 


PwH 4 Leee fWmBrtw cl 

Dec. 31 To Capital Aof: 1 Ry Dobwlan A/c 

Rfleerre—Tramfer 02.50 Deo. 15 Ttebtaie A/e 

<2.50 


45jOOO 


23J0 

37J0 


Aog. 

1 To Bank Intereet 


Da& ByFrafitaadlMi 



for one moath 


Acoonat 

1,093.75 


on Ra. 10,000 

90J» 

■ 


pta. 

IS „ Bank 

0S.7S 



Dee. 

31 „ Debenture 





bolden 

97S4» 





1,093.75 


ijmIts 


1 

tikiafn bili 

m (taiMM) 


Dee. 

31 To Bank 

975.00 

l>oo. 31 By DibeBtnn 





lBierat(aB 





Ra.SW«6X 




IbrdtMWte) 

97100 




-ri *11 


Ni m iiiiigitw mm ottnerik. 

ltn;ir4ili«Mm«f«v«dhMi4b^ iM«UM«lkdtlM wtftnMat jmM 
tfwmitiw IKwMt » ^ 4ii<f btdrtiiidip Om 

QlIHlllMI tatt* IllnM IbMt Qb 

. inwiiliiwwiiw >§ttliii X wid D>bwfniA w—m i tli ta , 

iwdlltowit |IW C WI<W a««totli!i)iM oritodtbMivwdMNllMlnd 

OmXMbwmtAaocaMwflltepNat 

^ llil 49 4 C 44k9l99l4ik 

do VMMaliNi MtiMMldhNV euariMoii pniier Iomot 

bgrooafHii|(l)t]MMBiMi 

<f iwiiiii tf <fc8 tw wi ntlrn ii v m t wimrt ). 

(iit) ItaHttk* MMiBotlMli latwMttoitedBttortnMMtiM 

wHIbtittkltotM^tkMitoAtnltM ptiet aad Imm preAt m Ndnquios 
wMWiwiMl vahw wtetM »h* mttwl pcto. 

PuMniw: Tbi Mknrlii bskaoM tppMnd tai tht books of a eoppovy as oa 
OiM 9 b «9 |t| IfTT 1 1% Mntlp|i tO.QOO dobaatvm of Ra. 100 ooeh ; Btaddai Ppad 
dbrffiai^ioaof O a k oot aw i)H 10^43^: Ibvoiibmbii Ra 5;tt,0004%Qevm 
HWiT-r r aB4Ia.S.f0b000SiX QovMBBMt ntpvpanteMdlbr 

R#.MSii4|0l 

pa f^oarj Mi ItTI, tha ia s M ia a ti aan mU at Ra M aad Ra 17 mpoo* 
iNllwalMa fikwRofM^ww paidof at I0a.toi4b«f oitk awroad iaiwwt. Th# 
lUiMMdikMrtMm taAbMopiidaplo DoomborSl, 1977. Wiho op tha M|ir 
ihimR fin—^ IbaMMHMkmi-oaauilotMa. 
hp: 

%/% nMf^ipi iMPHraiV MBMK 

Cr. 

Ra 1971 Ra 

lb Pabaatuia hoHan 10/10^ Am. By Balaaoe b/d Ift00,000 

PNBtaa aa Rada^^^^MaaOm Aceavt 

1b l>abastBn>holdtn 30,000 Fab. By Haktai Fond A/a 20,000 

— —30 — . . - 

MaotHoa Raiaaptlao Paad kawatawot Aaaat 

1971 

T>Bdaaaab/d 1^70^ 

31 lla9JI,0OO 

OoftLoaiaPOO 4|7S,2Q0 

Ra 5,00.000 

Oovt Pm P 07 4,S7|300 

By Btakki Fttad (L^ l,^j600 


IQlTOiOQO 


llbTIkOOO 



1911 


197 t 


Ibh. 

To OMh 

lOyOOO Fab. By fooAtaadLaaa A/e 

uvooo 

» 


■ -- :- 9 ,^ : ■■■ 

■ ■ 



QhB.AM 


im 


Ra. 1978 

Ra: 

P0. 

To Balaaoe b/d 

1 Fbb. By Pahsataw* 


21 

To Dabaatvaa Red* 

28 boMita 

lO^SQyOOO. 


aaiptioa Fuad 

M Dabaatoia 


iavaataaiat A/a 

9.B2i400 lataiait A/e 

loulido 


•-*- - 

a a Balaaoec/d 

t 

1978 

FM>. 

Ra. 1978 

To D.ILP. lamtaiaot Jaa. By Bahaea b/d 

iiM^ib 


A/o,Loai 

1,07.600 1 By F. aad L. Appio- 


ToPreadumoa ' 


88400 


KaoaaipiioB oi ' 




EMaoturaa A/d 




To Oaaeral Raaarue 

10.00^ r •, - 

■n''. V 




11,2^600 



* ft^tfMw^aaa 
UiBVmMMi a WVHbMMB 

%v • ■ V;-* •. 

Lhaited iasaad Ra. 1,50^9 pairieiat M 

taaMaa 


whkh tatamt b ptytUa halfftidy oa 3lM lAuahaaiSOih 
pa^ haa power to poichMa dab e nt um ta the opaaaaiiaC Ibt OHMlIatiail 
The IbllowlivpunhMaa ware aMdedoiii^ the jw aadad Slat DMub* 190 lad 
the caaeritoiko wore auida oa the fbOowintSlatMaroh:-- 


1st Mai^ Ri. 25.000 ooaiiaal p a fch aei d for 1U< 24.72S as latasaet. 

lit Scptenbar Rs. 20,000 aomhuj pvrdiaaad (hr Ha, 20^129 nmi tnisml 

You areraqniied to draw op foe iMlowiaf aaooaati ap to foa data of eMMalii> 

tioo: 

(0 DabaatufO Afloouat i 

tni iJWB UiDwivn wVMiiMn MMnt {no 

iRi) Dabaatora tam Aaooaat 
, Idaofta taatfoa a^ asakeoakalatioos totha Minat ropaa. 




T»PaadLA/B 





so 


ikMritlMi: HiiKh»tuLtd., imcdS(^(X)0%Dditataniof 1U. lbO atdiei 
Jit InMty. 1971. 11wDeb«rtiimmradMaMbtol^aMonitinor«niUBg Fttad. 
llteeoniMiiy hadtherigbttoodlupMtheTniitietoapply tbiStakiiit piadmoelM 
Ib ymdMiilm owa Dibeatiim, if avaiUbto bdowbar. TteMtMriog tafoirmitknk 
fhca: 

(a) The anooel m^ropriatioii k lU. SOfiOO. 

(b) Sinking Fond Bekaoe m let Jenunry, 1974 wee Re. 1.31|942 t ep m inlid by 
6% State Loan at ooatorRa. 74.2Q(|bea edaala. IQgQQO)«fdSikkiis 
Fund oaah Rs. 7.080. Thkoaihbaianoefoietfaerwithtibnaannnlafvrdprinr -^ 
tion of Re. SOJOM was iBTaMed in 0% State Loan. The loan bondi, podui* 
■ed ouffl inter^ bad a ftee .valne of Re. 60^000. 

(o) lit SqttaiBber, 1974 aold the State Loan of the fbeeeBlaeRi.401,060 out of 
loan held on letJbanary. 1974 Re. 3S,000 (ei-intanet) and the p fo c eed i 
were eppUed in puidiMing own debentune (fhee vahie Re. 45/K)0 e»> 
intemt 

(d) The debentum punhaaed an ca nc eUed on Slat Deca mb e i . 

(e) i n teraet <m State Loan k nerved on Sltt Manh and 30th Seplamber. 

(t) Intereiton Debentum k paid on 30th June and Slat Deoanbar. 

(g) Debentona ouiatanding aa on lit January. 1974, wen Ri. 4,67j000. 

Make ledger entriea in the botdea of the oonpany to give efibet to the above. 



Staklag 

Itnl Aeoet 


Dr. 



Cr. 

1974 

Ra. , 

1974 

Ra. 

Dea 91 To ttenwal Reeerve. 


Jan. 1 By Bahnoe b/d 

1,31.942 

tnuiafer 

43,000 

Sq>t 1 .. Sinking Fpod 

N M Baknce o/a 

1.52.761 

Invaatmanta A/c, 
profit onaale 

869 



Deo. 31 „ Owa Debeatnrea, 




proMon 



cttodkttiop 6^450 

pt fsCMt OD 


S.F. InvaataieiiiaA/o 8.S00 
» Protlftl^MeA/b SOiOOO 


1.97.761 


1,97.761 


1 lyBalaaaebM 1,13^1 


1975 



SI 


aiittH hwM ti iB t A o w t Stilt Lw 

ftm Con Am Ooit 

VahM Vfehit 

'1S74 Ri. 1U. 1974 lU. lU. 

Jn. 1 To Mmm b/d 10.000 74,2fi2 S^tlByS. Paid 

„ S. Fuad CMh 40.000 31.000 

GmO OObPM S6.7I0 Dm. 31.. BriUM 

Sipt 1 n StaUafFUad e/d IfiOfiOO 93.91! 

AMpraitoB 
•ale (aaramed. 

FTFObarii) M9 


1.40.000 1.31.911 


1,40^000 U1.911 


irs 

Aa. 1 To Balaooa b/d 1.00^000 93,911 


1974 


1 To S. Fuad Caah 
Siaklai Fuad 
A/c. profit* 


OoB D afi i tu w (8. T.) AceaMt 

1974 

45.000 38.S50 Dm. 31 By Dabattaiaa 

AMouat. 

6.450 oauciaUatloa 4S,000 


45.000 


45.000 45.000 


45.000 454100 


*Tbia aay also be oredited to Capital Reacm. 

lateroit ea SJF lawaf Mti AcMsat 


1974 


Rs. 

Jaa. 1 To Bataaoe b/d 



(latenst oa Rs. 80,000 



for 3 numtha) 

1.200 

•a M 

R Fuad Ca^ 


ww 

(on Rs. 60,000 for 



3 months) 

900 

Dee. 31 

H Sinklni Fund 



A/c, transfer 

8.500 


10.600 


1974 



Rs. 

Manh 31 By S. Fuad Chah 




(oo Rs. 1.404)00 
for 6 months) 

4.200 

Sept 

1 

wS^FuadOsah 
(btecast on 

Rs. 40,000 for 

1 

Sept 

30 

5 moothri 
,. S. Fuad Caah 

im 



(Interest 00 

Ra. 1004100 for 

6 months) 

34)00 

Deo. 

31 

.. D«l> Intorost 



(on Rs. 454)00 
for 4 montha) 


Dec. 

31 

„ BalaoM o/d ^ 

900 



Ra. 1.004100 for 

3 monlha) 

1.900 




1Q.600 


IW 

Jaa.lTo 


Bafaaoeb/d 








1974 

Ra. 

1974 

Ra. 

IbM 30To Bank 

14.010 

Dee. 31 By Proftt ft Lass 

Sapt 1 S. Foad Cub 


Aceoant, tmafer 

21.090 

(Intomt oa Ri. 45.000 

Dabaotum for 2 OMMiOia) 4S0 



Dec. 31 „ Bank 

12.660 



» „ latanat on S.P. 




laveatmenta (on 




Ra. 45.000 for 4 aumOia) 900 




2t.020 


28,020 


siaun FniCnb 


1974 

Ra. 1974 

Ra. 

Jan. 1 To Balance b/d ^ 

7,680 Jan. I By Interest on S.P. 


** ** Bank, tranafer 

50,000 

Investment A/e 


liar. 31 „ Interest on S.F. 


(on Ra. 60,000 


Investments 

4,200 

for 3 months 


Sqii^ 1 ** S.F. Investnaent 


• 6%P4U) 

900 

A/e, 6% State Loan 

38,000 ’* " S.F. Investment 


” ** Interest OB S.F. 


A/e 6% State Loaa 

56,780 

Invaatments 

1,000 Sept. 1.. Debenture Interest 


Sept 30,. 

3,000 

A/c. 

450 


” *' Oiin DdMntnrea 




(S.P.)A/c 

38,550 


Dec. 31 „ Batonee c/d 

7,200 


1,03,880 


I.03.8I0 

1975 

Jan. 1 To Babooe b/d 

7,200 




6% Debsatans 

Aceoani 


1974 

Ra. 

1974 

Ra. 

Deo. 31 To Own Debentnrea 


Jan. 1 ByBabaeeb/d 

4.67.000 

(S.F.) A/c 

45,000 



” Balaaeec/4 

4.22,000 

• 



4.67.000 


4.67,000 


(1) Tktaaooatlo ba li T eH id «■ lu. 1/1^bKfc57.416;Rs.60^000<X 

SiMLon bn bna pnitend. taMMCtttdil*dattbtonbRaf60|; 



S3 


ttk hU'lifsn d4bitit(S4o thv Utemittf S.F. lavwtmriiiti -Atodowt Hkl tbe 
Rt. 56,780,4c.bittd to th« S.F. Invwuaoitt Acoooat 

(2) Tlw total Aiaouiit .xcaliMd by Mk Rs. 40,000 Stata loak oa Sept. I, 
1974 k Rf. 39,000,iff., Ri. 38,000 plot Ri. 1,000 iatMit tar S aaotOm M 
Ra.^(UM)0 

(3) Rs. 39,000 k utilked for p^htse of Rs. 45,000 own debentnns; tiw intarwt 
till date k Rs. 450—to Debenture Intoest Aooouat-the hsiaape 
Rs 38,550 tt ddbi^ to Own Oebcntuies (S.F.) A/o. 

Coamstea of Debentures into Sham: One of the terms of ksue of debentuess 
may be tlkt the debenture-holders will have the option to convert the debentures into 
^ria—equ^ or pr^ereooe-HU a stifuilated rate within a stipulated period bi snob 
a ease the prad^e of die ksue of debenturea should beconsidered white determtetef 
the number of shares to be issued—the issue price of shares and the amount aotnaRy. 


reeeivcd from the debeatiire;holders should be the. same. Suppose i% debenturse an 
ksued at a dkcrmnt of 5% and tbe debentuTe*hoiders have the option of converting the 
debentures teio 9% preference shares at a premium of 10% and hoidert of Rs. 22,000 
debentures w»K to exercke the option. In that case, the face value of tbe prefeiaaea 
shares to be ksued will be Rs. 19,000 caleulated as shown below : 


Rs. 

Face value of Debentures 

22,000 

Less dkoonat allowed on ksue ^ 5% . 

1,100 

AnMwnt actually received 

20.900 

Issue price orprefereoce shares 
(iusumiog face value Rt. 100) 

100 


20 900 

Nwnber of the shares issued »— —ff- — 190 


Face value of the preference shares 19,000 

Actual proceeds of the ksue of debonturee must be considered as otherwisa 
there k danfer of vioteting Section 79 of the .Companies Act - conversion of dabea* 
tores kwed at a dkcoont into shares, considering only the nominal value, would 
amount to issuing the shares at a disoouot. 

CoQverskm of debentures into shares at the time the redemptkm of dcbantuass 
k doe, can be on the bask of terms mutually agreed upon at that time—even deben* 
tores originally ksued at a disooont can be onnverted into shares on the bask of par 
value. Provi^s of Section 79 oanndt be considered to have been violated in such 

a case. 

Gansersteu ^thesharss into debentures k dearly not poesibte wtdKiut tin ^ 
sianilpnef theeonrtM tttemildaiaoaaf to redaetteaofslMfaeapltai; Soctiott lORof | 
At Aei ^ I 




V . B itiiiW M t: dMmi «r 

iiibtmm taveim^MiKhif Mat oontnet ivMk a fwmo kaewa ai m datw ii w , albo 
Mgrka aaMhMaai* pi tIMiililp or a ooMpBay, awlrrtafcliln ^ to tha tomtof 
Ite <itoa> Pt JiN»towi aot tatot aitoacribad by the patoto o» cajy a put of than 
Mai aahaerftwl, badidttoniiVtbabalaaca. la vtovafthapiutftada oTaaob aa 
nliltoiriDB. Iiaaaa of ritoiaa or jito h aat ar a a an tanfy oadatwiktaii by oaa panoa. 
liay are aititar ua tew tto aahy tao or aiore paraooa jototlyoro^a part oTtha 
ltoaaiabadarwrinaeaad,fa reapae«ofnat,tba coeapaay takaatharMnifthaavital 
batagaetatoacribadby toe pitoUa 

IaeoaaidentloBofaaehaaervioa.toaaaderwritM ia pahl a oommtaton, Sa» 
ttoa^oftheOpaa p a ate a Act ptoaaa cartato raat ri ct l oaa oa toa rata of eoaualarioa 
aadtoaoootodooaoaderitoieh it oaa bo paid. It pravidoa that ooauaiutoii oa^r to a 
rail aatootlMd by toe AttklaOr aot eMaadtof h|%0ftoa Ii8Da prtoaof dabaotorea 
aadS?(«f8baroOiflaa te ptod. No oonminlon caaba paid toiaapaotof iharea 
oriilbaatoraBivl^banraBOtbaaaoiltoadto toa taaeralpubUoforaabioiiptioo. 

IbafbaotioaofaanidarwritarhaajiieataeooMaie liiolficaBea. Itprovklaaaa 
atou ia aae to the oongnay that it would be to>ia to laiae too atipaltoad n&oimt of 
oBfitol by too iMo oftoa^or dtomtareo aad^ oa the baaia ofaaoh aa litaaiaaDa^ 
kOBapreooadtodiBwiipita toveatmaat progtamaie. The Central Oovomnaot baa 
laoaal^ aot up a auinbar of iiaaaoial ioatltatloaa for halptog oompaniae to miaa oapi> 
toL OaaoftoafomaiawhiohaaQhaliBtoiareBdaredlaby ua da i to ritla ithaiaaiiaa of 
aharoeaaddaboBtaraomadaby tbacoapaaiea. The promtoaat toatoaiioBa that reader 
thia aorvtoa are i ladoatrtol Fiaaaee Corporatioa, ladoabrial Oadit aad Invaatnaot 
> Oocpoaaiioa of bidto a^ Lift larotmaea CorpontioD of ij'Wia. Bat for toairaa^ 
^^laadak it would aot have baaa poaaibla for many oompoaiae to raiaa oapitaL 

frortitmu to toe Compmki A<t qffeeikg m 4 trwrkUig (o) Disd^um to rkt Frot’ 
'^pacaa: Aeeordtottocianaa (lI)of SdiadutedOtotoo Coapaaiaa Act(Mattarato 
bagpaoiiad to Pto^wctua, it ia n e na an r y that whaa any iaaaeofabaiaaordebeitouaa 
b aa darar it l e B. the aama of the oadarwritera and toaopioioa to'tba direetonthat 
bamonooB to'toe uaderwriteraaraaoiBidentvodiaehaiiB their obHjaticua tootod 
'leaialad. 

(I) JJiadaaoa to tor Smmij Maftn t Aoeordtoi to atone (d> of the Fom 
■laaittoaJ for aoob a report, a haiaf djtaripttoa of aaohandarorMat ocaftraettboiM 
afNatoad.tfaay ontootoihib aot haaa oarriad out folly, the aatont to whkb it 
to aoi bead cairtod oat aadrcaaoaotoaiefor ahaaU be .anted, la additloki, ptom 
dutofadyoonAiaiioai^orpayabioto aay Diractor, Maaajar, .or their iaaeci 
ntootoi ba dhdoiad. 

nn na^wnapa am 


Jto tom to tof torf totod y to mrteftfm 


ittotontordlbotoaraa that have aot baaa i 



CauMto : .If toe wbbli 
toatoaoribafortol 
bytoepobliB. ia 



- ■■ .t-s;" 


1 


' .1 



la fbi €iw ia whkh Mdy put of aa iMN hM bMB uadwwittw, or whm tlMn 
aiaaaattborornad«ni«Han,aMftaiaaawiiakofdifle8]ty sMy ariw to doton ria hn 
tkaltob^ofawliortbo ua d ww ri to w . aaeka tffltooiiyiaay ariio to dookUat^ 
batii OB vhtt tho uamtflwd ■ppltead^. f o, tho Bpp ito B t to M wUqIi tevo diroaly 
flowed to toe ooeepeayt eboald be ellooeted aoioot toe diiteeBt uod erwt i t er e. 

Thleeeabedoaetotwoweye,Aooordtoi to eBeatetood,toe aaaMikedappli* 
cetiom are eftottedfethepraporttoBoftroMUBOoat ofeepllalaadarwritteB. Alter* 
oitively tbeee are elloeated in iMoportloa to toe |toat emouat of oapital nad er wr itte o 
Mfedaoed by etkie of the milked eppUeatkMe. How by fallowtot one or toe other 
metood the UabtUty ctthn uaderwrittao or wrilen ii aflOoled it ihown below. 

Ellahi Botoib A Co. Ltd. tiiued 10,000 equity ihaiee. Tbeee were aadetwiittn 
It followa: 

A 40% » 35% C 25% 

iaiU appUoattoae for 8,000 thiree were rooeired; for 2,000 

■hirec hive toe auunp of A; tboee for 1,000 abme that of B, ud for •2,qp0 
ehiree that of C There were thtie qiplieitipoB Ibr 3,000 ahaiee which dU not bear 
anyaiamp. If credit for oamariced appliei t i o Be it |ivtaloA,B tad C to prcportka 
to their grote liability, the Hkbility of eidi of theoaderwriten will beae toowa below: 



A 

B 

C 

Ordultobility 

Uss : Unmatoed q 9 >licition 

4,000 

3,500 

2,500 

(3,C00aliiieitotherith)<tf40:3S: 25) 

1,200 

1,050 

750 


2,800 

2,450 

1,750 

Milked ipidimtionB 

2,000 

1,000 

2,000 

Credit to A and B, for Ca eurpiae 

800 

lASO 

—250 

retio40:3S)* 

133 

117 

—250 

Aetoil liability 

667 

1,333 


If. however, the other view h taken—that mmitfced ipplioitioiit ahoeld be credi* 

ted to diftoreht naderwritece to the ratio if Uabflhy after 
has been givea—the poeitioo would be le foUowe: 

credit for miriced appHoatioiu 


A 

B 

C 

Oroealitoffity 

4,000 

3,500 

2,500 

Lot : Merited appHcMiooe 

2,000 

IJOOO 

2,000 

Lm: Umaaiked appUtcatioM (3,000 toaree 

2,000 

2,500 

500 

to the ratio of 20 : 25 : 5) 

1,200 

1,500 

300 

Netttibility 


1,000 

200 


•The aanine too wa t^ttop eaifeal ar w ade rw ille i e fa to b e credited to toe other 
wadtrwiter to ON MUM prapMlaa M for aammked ippHeatioaa. 
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The IStbUity hi thb case coold abo be determined by simply appmtkming the 
total niimber of shares yet to be snbseribed (2,000 in the abore case) in the pitqiortloo 
of the bahUKe of liabhity after credit for marked forms has been given. SIm the 
liability of each underwriter may vaty srMely if one or the other method is folknred, 
the anderwritbif contract should specify the method to be followed (in an examination 
the position should be clarified by way of a note). 

f 

Determlmttai <tf UabOttf tn eofe where on/y part cf the isiua has beta wider- 
written ; In such a case the company is treated as having underwritten the balance of 
shares which have not been underwritten, this assumption, the unmarked applica¬ 
tions are treated as marked so far the company is concerned. Suppose, a company 
bat issued 10,(XX) shares of which only 6,000 shares have been .undera^ten by X ; 
marked applications exceed 6,000. In such a cate, X would not be liable to subreribe 
for any shares. If, however, there are marked appHeatiens for only 5,000 shares X 
would have to subaciibe for 1,000 shares provided on bis doing to the total number of 
shares allotted (including those to XI does not exceed 10,000. If it does, Oie number 
of shares ndiich X must subcribe will be reduced to that extent. 

In case the Informati m u rqpuds die number of applkations whiofa are marked 
and those that are tmmarked is not available (for iastanoc, in an examination) it should 
be assumed that out of the total number of appHcations received a number propor¬ 
tionate to the value of the issue underw r itten has been rvceived through the under¬ 
writers. For example, if according to the fluns given above, if total applications 
received are for 8,000 aharesH should be assumed that 60% (the piopoiiioa of the 
total number of ahatea of nnderwrittn) are throng X. In that case, X would be 
liable to subscribe 60% of 2,000 shares—the total number of shares not subecribed 
by public. 

niesfratloB : Newton Limited incorporated on 1st Jannary, 1971 issued a pros¬ 
pectus inviting applications for 20,000 equity shares of Rs. 10 e^. The whole issue 
wu folly under^tten by Adams, Benzarahi and ClaytoB as follows. 

AdmM 10,000 sham 

Benamin 6/100 „ 

Claytoa 4,000 „ 

AppUcations were received for 16,000 shares, of which maikad appUcationt were 
as follows: 

Adutas 8,000 shares 

Benzsmin 2,850 ^ 

Clayton 4,150 w, 


You are required to find out the Uabilitiss of iadividnai undetwritm. 



Rtet«MHrt •! NM af IMvwfl^ 

(Nufflber of Shtte) 


Orosa 

Marked 

Unmar- 

Total 

Surplus of 

Total 

Net 

liability 

1 

apfrii- 

cations 

ked appli¬ 
cations in 
the ratio 
offroet 
iiabiUty 

(2)+(3) 

Clayton 
ratio 
(10: 6) 

(4)+(5) 

liability 

(!)-<«) 

(1) 

(21 

(3) 

(4) 

(5) 

(6) 

(7) 

Admas 10,000 

8,000 

500 

8,500 

219 

8,719 

131 

nenxaim 6,000 

2,8SO 

300 

3,150 

131 

331 

2,719 

Clayton 4,000 

4,tS0 

200 

4,350 

“350 

4,000 

— 

20.000 

15,000 

1,000 

16,000 

— 

16,000 

"TSo 

Note ; - The ap|fiications are for 

16,000 shares out of which those for 15,000 


are mariced. Hence unmarked applications are for 1,000 ihatcs. 


Firm underwriting It signifies a definite commitment to take up a 
number of shares irrespective of number of shares subscribed for by the public. In 
such a case, unleu it has been otherwise agreed, the underwriter's liability is 
determined without taking into account the number of shares taken up 'firm* by him, 
that is to say, the underwriter is obliged to take up. 

(i) the number of shraes he hu applied for 'firm* and 

(ii) the number of shares he is obliged to take up on the basis of the under¬ 
writing agreement. 

Suppose A underwrites 60% of an issue of 10,000 shares and, besides, appliea 
for 1,000 shares,‘firm*. Incase there are marked applications fbr 4,800 shares he 
will have to take 2,200 shares i.e., 1,000 shares for whidi he apifiied. ‘firm’ and 1,200 
shares to meet his liability of underwriting contract. If, on the other band, the under- 
writing contract has provided that an abatement would be allowed in respect of shares 
taken op 'firm* the Uability of A in the above-mentioned case would only be for 1.200 
shares in totaL 

Reports on Proepcctns 


Ammements are being made for M. Ltd a public company which commenced 
trading on Ut January 1976, to make a farther tsiue of shares to the public, for caih. 
A firm of chartered aocountaats, P ft Co., have been instructed to carry out the nece¬ 
ssary inveitigatioB and to ndmiit the accountants report for indnsion in the prospectus. 
Ihe fdlowini infotmntioo was obsained by the aoMaatants. 

(1) The audited aocounti dlacloied: 




earaaMThmovar 

Pye^baj^ 

Dvrecia* 

baaed 

Dhridend 

Slat 

DaaaaBbar 


uS’^tan^M 

Rb. 

tkM 

Ra. 

ahaie 

"T* 

rate 

pin0OE 

% 

1976 

17.00.000 

1.60.000 

28.000 

8.00.000 

8 

1977 

22.00.000 

2.69.000 

37.000 

84)0.000 

10 

1978 

31.00.000 

3.97/)00 

42.000 

8.004)00 

14 

1979 

33,00.000 

3.81.000 

44.000 

84)0^000 

14 

1980 

njoojaoQ 

• 4.40.000 

53.000 

8,00.000 

16 


The auauBtfiaed tekooe ibaet u no Slet Deeeuiber 1980 ahowed: 


FUedaaaeti: 

Ra. 

Ra 

Freehold bod. baUdioia, aa ooat 


2410,000 

Flaat aad Maddemry. at coat 

34)04)00 


ILeu asraple depreetatloB 

Carreat aaacta: 

14 O 1 OOO 

1,70.000 

3,70,000 

Stock (at die loner of ooat or oat readaalde ealae) 

3,80^000 


Debtora 

Quoted Inentaieata. at ooat (mariEot valne. 

5.404)00 


Ra. 140,000) 

80,000 


Balaoce at bank 

40^000 


« 

10^40^000 


L$u Current UabiUtka 

1,104)00 


Ffaiaaoedby : 


9.30^000 

134)0,000 

Share capital: 800.000 ordiaaiy aharea of Re. 1 each 

8.00.000 

Reearvea 


44)04100 

124)04)00 

6% Debentare (redeemable lat Feteuary 1981) 


1,00.000 

134)04100 


( n) Tbe atsok aheeta for 1978 tad 1977 hod beaa deatroyed. bat — wwn co 
} ina noalvodfroa the ndtoo that Biockf had alieagrabeaailiropattjrtakaiaad coaad> 
g ateidljr tndaed. BdaMver, owiiif to ecran oocorriif te tibo ooat veoerda, die atock at 
I 31at Daoeadier 1980 laaa valoed at 5% km thaa ita trae eahw; aad tetheraam tta 
atoak at Slat baeaahac 1979 aaaaa thaa ka true ealaa. 



dtQNoiMkw oiwp fa 1977 iactodad ill aoq)tkMal ^ 
fa (iiptot of tb« ifaiofaitid i bi o l tKii ttw of tone procMt jHuit, whkb obaolcMcaet 
fa fa* «vi«t Moot occur. T%li CMcptfancl utile offUMsot lubMqaMrtly wrlttMi 
bcdi. Othcrwiic, depreefatioB on phut nod mofaltteiywM provided thio««lMMit ct 
id9( pet iMiwfa on oofa. wbicb iecopefaer^ neeoMbtofatlM Ufht of tie fafaewi' 
tfancvtliebfa •Bootth*' eethneted uaefal Ufa of the pfaaL 

(4) fa 197t fan oocpvwgf eloeed down ite whohiHng depettmeat ithioh hed pce> 
vtoMly “brokCB even** luflbifagiloee on doeore of Re. 15,000. Thetaraoveroffali 
dcpnrtmeot UBOunted to Re 80^000 fa 1976, Re. 90,000 fa 1977 tad Re. 40,000 
fa 1978. No fixed eteete were employed fa thb deportmeat, 

(5) On Silt Oceember 1980, the fteehold lead ead bnildiep wen pcoftedooelly 
vclaed it Re. 3,25,000. 

(6) On let Pebniiry 1981 the debeotutce, whidi had been heaed on the facep* 
tlon of the oompeey, were redeemed, faom the ealeof OMOftbe faveetmeote. Beeed 
on he tale price, thie inveefaiaat hu glvnn • dividead y.M of 4% fa 1980 and i% fa 
every earlier year. 

(7) The meoating director*a emoliuaeate wen cakafated on the baeie of 10^ 

of the proite before taxetfao ae ebown by the aadilad eeoonata, after theie< 

from the emohnnents. 

At from let Jeauarv 1981 ft hed been agned that in addition a dinctor’e fae of 
Re. 1,000 woald be paid to aach of the four directors, bat that theee Aee ihouki not 
bo dedaded fa arriving at th« baiio emolmnente. 

(1) Taraoeer ie die net eggremte anoimt receiveble for goods eupplied and 
•ervioee readmed. 

You an required to prepan the aooouotaata-’ rqiort to be induded iii the praa- 
nectua. faaon taxation, 

SaletiQB; ACCOUNTANTS REPORT 

(te be faelafai fa tbe praspactae) 

The foUowinf ie a copy of tbe nport received fh» Meeare Parte and Oo., 
Chaitend Acoountants. 

To: The Direoton 

Machine Ltd November 25fa, 1981 


Deer Sir, 

We have examined fbr the periode nlevant to this report tbe andfted aocounle 
of the company. We report ae frrilows: 


Year coM 
December 
31st 


1976 

1977 

1978 

1979 

1980 


Tbrnover 




16,20,000 

21,10.000 

30^60.000 

iifiOJOM 

UfiUJSlM 


Prints bef(»e 


Profits after 

Itened 

Dividend 

dqirectatioo 

Deprecia¬ 

dq»eciitioa 

ehan 

rate 

and taxation 

tion 

but befon 
tsxation 

oapftai 

per cent 

(2) 

(3) 

(4) 

(5) 

(6) 

Re. 

Re. 

Re. 

Re. 


163,000 

28,000 

135,000 

800,000 

8 

272,000 

415.000 

32,000 

42,500 

24(MXI0 

372,500 


10' 

14 

363,000 

44,500 

318.500 

800,000 

14 

483,000 

55,500 

427,500 

801^000 

16 



(1) ProUtt thown in oohnaa (4) ^boWw Mrhxd it aftot^huhi tB wptiwt 
of working and nmaagement inchtdint ^nctor*> em^unwttt and de|«toiatk» of taid 
UMtsaad ^tor making nioh atOattments as wa oonaider appfopiiata in'IwKng tiM 
tHmiaation of debenture interest on dSbentnres since redeemed and hwonie reoeived 
on investments sold fbr that purpoee. 

*Infbra)atioa about Manufkctnriag, administrative, seOins & other expenses has 
not been given for want of infonmtkm. Further, the question stipulates that taxation 
is to be ignond. 

(2) Depredation on fixed usets have been consistently calculated at 10 per cent 
per annum on cost An cxcepdonal write off for anticipated obsolesoence b 1977 of 
Rs. S.000 which did not materialize has been written back 1977 and the naoeasary 
adjustments made to depreciation. 

(31 Managing Director's emoluments were calculated on the basis of 10 per cent 
of the profits before tax, after deducting theteform the emolumenu. 

As from January 1st, 1981, each of the company's four directors shall receive a 
fee of Rs. 1 ,(X)0 per annum, but that these fees shall not be deducted in arriving at the 
basis of emoluments. 

(4) The profits for 1978 arrived at before charging a toes of Rs. IS,000 on the 
closure of the wholesaling department in that year. The turnover for 1976, 1977 and 
1978 exdudes that of the wholesaling department. 

11 NET ASSETS 

The net assets of the company besed on the andited balance sheet at December 
31st, 1980, and after making such adjustments as we consider appropriate are as 
fdlows : 



FIXED ASSETS 

Rs. 

Rs. 


Freehold land and building professionally valued on December 31st, 1980 

3,25,000 

- 

Plant and machinery at written^own value 


1,73,500 

b 



4,98,500 

b 

CURRENT ASSETS 



i 

Stock at the lower of cost or net realiabie vatre 

4,00.000 


M 

Debtors 

5^,000 



Quoted investments at market value 

1,20,000 


f 

Balance at bank 

40,000 


s 


11,00,W 


a 

d 

Less Current liabfiities 

1,10,000 


a 



9,90,000 

1 

net ASSETS 


14,88,500 


’ •Information of Net Assets A Sowces offtmds ahonld beghmi for last five 
* yeaia. 

I. 
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Not *: 

Tb* 6 per oeot, debeaturei on Januwy lit, 1976, were i^Niid oo February 1st, 
1981. out of thfr proceeds ftom the sale of quoted investments. 

Ill No audited acoounts of the company have been pre pa r ed for any period subsequ¬ 
ent to December 31st 1980, 

Yours fUthfully 
XYZ 

Chartered Accountants 


\ 


Waiklii 

(1) 'Adjustment of profits: 

Years ended Decmnbor 3Ist 


1976 

Ra. 

1977 

Ra 

1978 

Rs. 

1979 

Rs. 

1980 

Rs. 

Profits before depreoation 

sodTantioo **®9*52? 

Add Debenture interest 6,000 

2,69,000 

6,000 

3.97.000 

6,000 

3,81/)00 
6,000 

4,40,000 

6,000 

Loss on dosute of 
wholesale department 


15,000 



1.66,000 

Stodc adjustments 

2,75,000 

4,18,000 

3,87,000 

-21,000 

II 

+ 

Lftts Invastment Income 3,000 

3,000 

3,000 

3,66,000 

3/100 

4,87,000 

4,000 

1,63,000* 

"^72,000 

4,15,000 

3,63/100 

4,83/100 

(2) P ant and madiiaety 

Written down value per summarised baJanoe sheet 
AdtfObsoleeeenraBot required 

Deduct Depreciation oh Rs. 5,000 for 1978, 1979, 
10 par osnt on ooet 3 X 500 

1980 at 

5,000 

1,500 

1,70,000 

3,500 





1,7:,300 

Note: Candidate can refer to papei 20-22 of I.S.P. 

(N) Anfit9, fora 


■peoimen report gMof ftiU particular*. 


selmxaminahon qi*stions 


the teat 


«e 

paper. Tie 


the MiHt la tart hb 

la 


acaaat leqatredtabe 


1. 


(a) A oia df to. 3 per share waa Bade ea fifty 31. ” jgf 

1,1971. Y.hoWtail/IOOsIiaraepaMllBctfoa^Bjl^ 
logitbar with the aiaahaam fadareat payable “^^^253 



2 . 


3 


4. 


5 


6 . 


(b) Whatii Um intcMt aUowod oa dafli to Ad4MBt 

under tibk A ? |f%) 

Y Ltd. for^ted SDQ ahnrei (Ri. 10 each nad Re. 6 per ihew called^ 
iMddbf A.itorjM(n>|M|iB^<^tlMiiytfltUoriU 2 per ehaie. Ltoet. 
ittonedJOOeaereees Ailly paid 0 Ri. 9 pcrdtere. Set op entrlee fbr 
the fo rfti t ure e aad re-toeue of >haite. 


(Ai. 900 eredUti to CapM Rearm, Ri. 800 bohmeo in FoifeUod Sham Afc 

(a) A compaiiy ptndiaied 100 it* own 6% Debentuees of Ri. 100 each 
on A^I I, 1977<eS96. lateceetis payable onJOthJune and 3lit 
Deoember each year. Whidi aocoimiw ahoukl be debited and by 
how randi (i) if the price ia cuni-iaterest; and (ii) if it ia ex-intarM ? 
[i>efr/r intereat Ate In both cases by Rs. ISO. Debit Otm Debesumm 
Afc by Rs. 9,4S0 in ease (/) and As. 9,600 l/i case af (/<)]. 

(b) The ^benturea ptentioned ia (a) ate re>iMued on 31«t August 197S ® 
97 How much profit or loaa hat been made if the price it cum iuter- 
eat and ifhia ex-intereat? % 

[CrAfir Interest Afc in both cam by As. 100 Pnfit As. 250 ia ease (/) 
and Rs. too in ease (ii)]. 

(c) Instead of being aokl the dd>sotures mentioned above ate c««fe»iSH on 
31tt Deoember, 1977. What entries should be pamed ? 

[Credit to profit OH Aedair^tUm cf Debentures Ate As. 5S0 in ease 
and As. 400 in ease (O')]. 

Is it poedble to redeem pireferenc^sbares in the foOowtog caam ? 

(i) 2,000 6% Redeemable Prelbre o ce abaros of Rs. 100 each, Rs. 80 paid; 

(ii) 2^000 6% Redeemable Preteence Shaies of Ra. 100 eaeh fliUy paid ; 
there is Rs. 300.000 standing to the credit of Share Preminm Account! 
tbe profit and Lorn A/o showing a debit balance. 

(Ui) 2,000 6% Redeemable PreTorence Sham of Ra. 10 each fblly paid ; the 
company has no distributable profit but two years ago it raised-ftesb 
capitid ^ issumg 3,000 Equity Shares of Rs. 100 each. 

(hr) 2,000 6% Redeemable Pre ft rence Shmrm of JU. 100 each flilfy paid ; 
for the purpose of redampiioo the oompany has issued 1,200 Equity 
Shares of Rs. 100 each whidi tbe pnbUa has taken up and p^ for. Tlw 
company’s General Reserve shows a credit bahmoe of Rs. l,50i^ 
[Aedemptlen pesaibk in ease {tr) only presided As. 80 000 U tramfierred 

to Capital Aedempiien Aeserre AeeotauJ. 

Z Ltd. issued 2,000 Equity Shares of Rs. 100 each at a premium of 
10% A 8 % Debentarm of Rs. 1,00^00 ) at the dhoount of 3%. The 
whole of the imue was underwritten by M/s Bull and Bear for the max* 
imum eommisiioa allowed by law. The pubUe applied for 1,300 shares 
and Rs. 10,000 of Debentursa. Wbatistfae Ihmi^ of nndarwritrrs ? 

(Rf. d0.d2J after dedaetbm tmderwrmen rnwiifiiiiiii ) 
A company issued Ra. 3,00,000 6% Debentures at a discotmt of 6%. 
The debentutes are -be redeemed by annugl ofAa. 

1,00,000 oemmaadng with the first year. How should discount on 
issue of Ddieoiapm be dank with ? 

(Write tfir in tke rath d amrnmt of debentures outsttakh^ : As. 
SflOflOO in first year and As. 4fi0,000 in the sooemlyoart and so no). 


Mnt A Fopor C#.. 1l^ July, 64 tftoiMfnO 
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Prdnairillir Vl^MpiM': E?ei 7 conptny. for its formatfon, iii«tt"^iii^ 
expeoan % iray «f oliarfM for the prcpmtioo of certain doenmeata, their 
printinf lp<f )tt>mpliit«iBtc. Hie detiila of dieee cbargea are giveii below: 


1. fltaam dottea* fhe payabk on regiatration ofcaidtal. and atamp papera 
pptraaaad for preliminary contracta of the company. 

2. The chaifea in connection with preparation of the Pronectna, Memory 
random and Artlclea of Aaaodatlon and cmitracta and the regiatratiom 
of the company. 


3. Acconntant'a and valner’a foe for certifimitea, reports, etc. 

4. Cost of printing the Memonndnm and Artidea of Aasodation, printing, 
advertising and iasning the Prospectm. 


S. Cost at preparing printing and atampiog letten of allotment and share 
certificates. 


6. Cost of pre|»rlng printing and stamping Debentnre Tmat Deed (if any). 

7. Cost of oompany*s seal and original boolcs of aoconnts as well as 
satistical and statutory books. 

Preliminary expenses can be paid to the limit stated in the Articles or the 
prospectus or the Statement in lieu of Prospectus and, if the actual amount is in 
excess of the limit, only with the sanction of the shareholders. On payment, the 
debit should be to Preliminary Expenses Account This is to be shown in the 
balance sheet until written off: It can be written off against capital profits, 
revenue profit or premium on shares. 


Preliminary expenses mentioned above should not be conAued with expenses 
incurred before commenoement business on making preparation for launching 
business. Such expenses may include expenses incurred on : 

(i) preparation of the feasibility report; 

(li) preparation of the project report; 

(iii) conducting market survqr or any other survey necessary for the 
business of the company ; or 

(iv) consultancy fees for engineering services relating to the business of the 
company. 

These should be propmly capitalised under the head 'Organisation and 
Formation Expenses’. Su^ expenser, legal charges incurred for drafting arm 
agreement betwM the company and any other person for any purpose reUtug tip 
the setting up or conduct of the business of the company, under-writiM 
oommission or Inrokerage on issue of shares or’debmitnres of the company aM 
preliminary expenses, within limits can be written off over a period of 10 years 
for income tax purposes. In other words, these "assets'* will be subjert to 
. amortisation (or d^recUtiod) like other fixed assets 


ActpialtlMi of BrnriaMB: Often, M existing business is taken over by a limited 
company. If the transfer is for the purpose of permanently retainiiig the 
management and control thereof within toe family, a private limited company is 
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registered, shires wherein ire lUotted to the pirtners <» members of the Hindn 
nn<Qvlded fimily in lieu of the viloe of tw issets transferred to the company. 
Often en o u gh , a pnUio limited company is formed by a group of promoters for 
taking over a running bosinees with a view either of snpi^menting iu resources 
or extending its sphere of lethrity. 

^ jj Sometimes, a limited company takes over the assets and the busineu of 
^loother and pays for them either in cash or by issuing shares or debentures to 
the vendor oon^piny in lieu of the putdiase price. 

Businesses are taken over by companies on varying terms and conditions. 
For example, only'the fltod assets may be taken over, the vendors* being left to 
collect other assets and to pay off their liabilities. On the other hand, the com¬ 
pany may agree to collect book debts and discharge liabilities, for the vendors 
interest being charged or allowed as the case may be until the amount with the 
vendors in finally settled. A company may even agree to take over l^k debts 
at an agreed figure-in such a case, if there is profit or lou on t^r recovmy, 
it will be of a capital nature. 

For recording snch transactions, it is essential first to ascertain the amount of 
the purchase consideration, and also, whether it is a collective amount for all the 
assets taken over or the amount is split up by tie price of various assets being 
separately stated. If the total consideration has not been allocated between the 
assets taken over in the agreement entered into by the Compaq with the vendors, 
it must be done by the Directors on some reasonable basis, where the amount 
of the purchase consideration is in excess of the book assets taken over less 
liabilities; if any, the excess will be the amonnt paid for the goodwill of the 
business. If, however, the amount paid is less than the book value of the assets, 
reduced by the amonnt of liabilities taken over, the differences will be a capital 
profit, creditable to reserve. 

Entries In purdiaiiag company’s books: 

(1) Debit the resp^ive asset accounts with the value of assets acquired; 
Credit the liability accounts with the amounts of liabilities taken over by 
the company; and Credit the vendors with the agreed amonnt of the 

» purchase consideration. If any amonnt has been paid I 9 way ofgood- 
will or any capital profit has been earned, as explained above, the 
amount should be debited to the Goodwill Account or crated to the 
Capital Reserve Account, as the Case may be. 

(2) Debit the Vendors’ Account and credit Share Capital Account, or 
Debentures Account (distinguishing between par value and premium or 
discount) or Bank Account with amonnt of shares or debentures issued 
to vendors or the amount pud to them in cash, 

lUnstmtloa: J A ^ Ltd , a public company purchased on July 1st. If78, the 
goodwill and assets (except the cash balance lu the bank) of Babu BHai Ltd. the 
summarized balance sheet of whidi is given below: 



4 




Balaact Shed of Bobo Bbal Ltd, ao oa 30th Jaae 1978 


LiabOtties 


Afsett 


Shore Capital: 
20.000 Equity Shares 
of Rs. 10 each 
Revenue Reserve 
Current Liabilities 


Rs. 

2.00 000 
80.000 
28.500 


Fixed Assets: Rs. 

Plant A Machinery 
[at cost] 1,80,000 

Less Depreciation 40,000 



Investment: 

4% Bombay State 


Loan at par 


65,000 

Current Assets: 



Stock in-trade 

55,COO 


Debtors 

20,000 


Balance at Bank 

28,500 

1,03,500 

3,08,500 


3,08,500 

The assets would be taken over at their book values except that (i) 

the value 


of stock-in>trade would be reduced by Rs. 5,000 ; (ii) goodwill be valued at Rs. 
1,00,000 ; and (iii) a provision of 5% would be made against book debts. 


The purchase price would be discharged by J & K. Ltd. by allotting equity 
shares of Rs. 100 each in their capital at Rs. 150 per share only in multiples 
of 100 shares and the balance would be paid in cash. 

Babu Bhai Ltd. would discharge Its own liabilities The cost of transfer 
would be wholly payable by J & K Ltd. Costs amounted to Rs. 8,%0 out of 
which an amount of Rs. 500 was in respect of shares issued. 


Show the journal entries to record the transaction in the books of J & K 

Ltd, 


Solution: 


Journal of J & K Ltd. 


1S78 
July 1 

(a) Sundries : 

Plant & Machinery Account Dr. 
4% Bombay State Loan Account 
Stock-in-trade Account 
Debtors Account 
Goodwill Account 

To Babu Bhai Ltd. 

To provision against Bad Debts 
Purchase of assets of Babu Bhai Ltd. 
as per agreement dated.) 


Dr. 

Rs. 


1,40,000 

65,000 

50,000 

20.000 

1,00,000 


Cr, 

Rs. 



3,74,000 

IJXK) 




I 


(b) Baba Bhai Ltd. 

To Equity Share Capital Account 
To Share Premium Account 
To Cash 

(Oischacge of purchase price of acquisi¬ 
tion of business of Babu Bhai Ltd. in the 
form of cash and 2,400 shares of Rs. 100 
each & Rs. 150, as per agreement) 

(c) Cost of Transfer of Assets Acqount 

Cost of Issue of Shares Account 
To Cash 

(Payment of costs) 

(d) Share Premium Account 

To Cost of Issue of Shares Account 
(Writing off the balance according to 
the provision under Section 78 (2) (c) 
of the Companies Act.) 


Dr. 

Cr. 

Rs. 

Rs, 

Dr. 3,74,000 

2,40,000 

1,20,000 


14,000 

Dr. 8,000 


SOO 

8,500 

Dr. 500 

SOO 


Note : (I) When an item of expenses can be written off against Share Premium 
Account, it is better to adjust it against share premium to tte 
maximum extent. 


(2) Instead of crediting the amount payable directly to vendors, alter¬ 
natively a Business Purchase Account may be opened and debited 
with the amount payable and, subsequently, the account may be 
closed off by transfer of appropriate amount of assets and liabilities 
account. 


(3) Cost of Transfer of Assets Account may be transferred to Goodwill 
Account since the amount has been spent in connection with the 
acquisition of business. 

It is strongly recommended that the four illustrations set out at pages 

945—954 of the textbook, by Shukla d Crewal be worked through. 

Apportioument of riiares amongst the vendors ; Sometimes, an examination 
problem requires the student to suggest some equitable basis for the division of 
shares between the vendors, when they are partners, so as to preserve the same 
ri^ts shares between the erstwh le partners, as previously existed between them 
in order to maintain the same profit-sharing ratio and to preserve the priority 
in regard to repayment of capital. For a proper understanding of the basic 
principles upon which such a distribution should be made students are advised 
to study the methods of apportionment of share among the vendors outlined at 
page 2191 of text book by W. Pickles, Fourth Edition. 

Suppose A, B and C share profits and losses in the ratio of 3 : 2 :1 after 
allowing interest on capital @ 9% p.a. Their capitals on 3lBt December, 1973, 



were: A Rs. 50.000. B Rt. 30,000 and C Rt. 20.000. On lat January. 1974, Ow 
baiiBCM was converted into a limited company and was valued at Bs. 1,30,000.. 
A scheme pf capitalisation, whereby the mutoal interest of partaen may remaiii 
intact as far as possible even in future is suggested below. 

The total capital being Rs. 1.00.000 and the value {daced on business being 
Rs. 1,30,000, there is goodwill of Rs 30,000 to be sharM by the partners in tte 
ratio of 3 : 2: 1 or A Rs. 15.000; B Rs. 10,000 ; and C Rs. S.OOO. TIm capital 
will now be : A Rs. e5.e00 ; B Rs. 40,000 and C Rs. 25,000. 

Taking B’s capital as the basis, A's capital shonld be Rs. 60,000 fa. 40,000x 
3/2 and C's capital should be Rs. 20,000. Both A and C have Rs. 5,000 excess. 
Since interest on capital is meant to compensate those where capital is in excess of 
proportionate limits and since, in the case of partners, interest is an apprt^a* 
tion of profits, it will be proper to give 9% preference shares to A and C for 
Rs S,000 each and the remaining amount of Rs. 1,20.000 can be in the form of 
equity shares to be divided among A. B and C in the ratio of 3: 2:1. They will 
then share the company’s profits in the ratio of 3 : 2:1 after allowing preference 
dividend. 


lUoatratioa: P, Q and R were carrying on business in partnership sharing 
profits and losses in the ratio of 5,4 and 3 respectively. The ^al balance of 
the firm on 31st Maich, 1981 was as under 



Rs. 

Rs. 

Plant and Machinery 

85,000 


Stocks 

64,200 


Sundry Debtors 

66,500 


Sundry Creditors 


84,700 

Capital A/c P 


63,000 

.. Q 


42,000 

.. R 


21,000 

Drawing A/c P 

20,000 


„ Q 

20,000 


M R 

15,000 


Depreciation on Plant and Machinery 


25,000 

Trading profit for the year 


1,23,300 

Cash at Bank 

88,300 



3,59.000 

3,59,000 


Interest on capital account at 5% p.a. on the amount standing to the credit 
Of partners’ capital accounts at beginning of the year was not provided before 

E reparing the above trial balance. On 31st March, i981, they formed a I^vate 
limited Co. with an authorised share capital of Rs. 2,00,000 In shares of Rs. 10 
each to be divided in difierent classes to take over the business of partnership. 

You ate informed as under 

1. Plant and Machinery is to be transferred at its w.d.v. (I T.) which is 

Ra. $ 5 , 000 . 
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2. SMiif is the company are to be iuned to the partnerSi at par in tncli 
Bomben and rodi daues at wi0 give the partners, by reason their shareholding 
alone, the same rights at regards interest on capital and the sharing of profit and 
tomes at diey had in the partnership. Valaation of goodwill it arrived at by this 
mo^ 

3. Before transferring the bnsiness, the partners wish to draw from the 
paitnenhip tMr profits to such an extent that the bank balance is reduced to 
Rs. 30,000, For this pnrpose sufficient profits of the year are to be retained in 
the profit sharing ratio. 

4. All assets and liabilities except plant and madhinery and the bank balance 
are to be trantferred at their values in the books of the partnership as on 
31-3-1981. 

.Yon are required to prepare 

(a) P and L acconnt for the year ending 31-3-81. 

(b) Capital Account showing all the adjustments required to dissolve the 
partnership. 

(c) A statement showing the working of the number of shares of each 
clam to be issued by the company to each of the partners and details of rights 
attaching to those shsiKS ; and 

(d) The Balance Sheet of the company immediately after acquiring the 
bnsinem of the partnership and issuing of shares. 


SelutioB 1 

M/s. P.Q. and R 

Profit and Lorn Account for the Year Ending 31st March, 1981 
To Interest on Capitals: 



Rs. 

Rs. 

Rs. 

p 

3,150 


By Trading profit 1,23,300 

Q 

2,100 



R 

1,050 

6,300 



To Capital A/cs, transfer of profit: 

P 48,730 

Q 39.000 

R 29,250 1,17.000 


1.23,300 


1.23,300 






(c) Statement showing the number of shares to be issned to M/s P, Q, and 


> 

(i) Purchase consideration 1 

Plant and Machinery 

Stock 

Debtors 


Rs. 

66,000 

64,200 

66,500 

/ 

Cub at Bank 


50,000 


less: Sundry Creditors 

Value of net assets, taken over by the Company 

• 

2,46,700 

84,700 

1,62,000 


(H) 


Preference Shares t 


Issue 015% Preference Shares of Rs. 10 each to partners in lien of their 
capital so that “Interest” at 3% p.a. received by them. 


P 

Q 

R 


63,000 

42,000 

21,000 


1,26,000 


(iii) Purchase consideration being Rs. 1,62,000, the balance of Rs 36,000 is 
to be satisfied by issue of equity shares of Rs. 10 each fully paid in the 
profit sharing ratio. 

P 15.000 

Q 12,000 

R 9,000 


36,000 


//ofe : The question of preference and equity shares to be issued to P, Q and 
R can also be dealt with the following manner : 


^ Total amount due Ss capital 
? Amount according to the profit sharing ratio 
taking R‘s capital as the basis 

Excess 


P 

Q 

R 

Rs. 

Rs. 

Rs. 

78,000 

54,000 

30,000 

50,000 

40,000 

30.000 

28,000 

14,000 

— 


P, Q and R respectively may be given equity shares for Rs. 50,000. Rs. 40,000 
and Rs. 30,000 which enable them to divide profits of the company in the ratio 
of 5: 4: 3 : 

P and R respectively be given 5% non-cumviative preference shgres for 
Rs, 28,000 and 14,000. 
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iBwtnitiMi 

Bidynt Limited was incorporated on 1st July 1979 to acquire from BiJli as 
and from 1st January 1979, the individual business carried on by him. The 

S urchase price of the fixed assets and goodwill was agreed to be the sum eqnal to 
0 /o of the profits made each year on ascertainment of the sum due. 

The following Trial Balance as on 31st December 1979 is presented to yon 
to enable you to prepare a Balance Sheet as at that date. Also prepare a 
statement of appropriation of profits writing off one-third of the preliminary 
expenses. 




Dr. 

Cr. 



Rs. 

Ra. 

Share CaAtal—1,300 equity share of Rs. 100 


each, Rs. eO up paid 



1,20,000 

Sundry Debtors 


82,000 


Stock on 31st Dec., 79 


67,000 


Cash at Bank and on Hand 

24,000 


Directors* fees 


3,000 


Preliminary expenses 


24,000 


Sundry Creditors 



32,000 

Net Profit for the year 

after providing for 


all expenses under agreement entered into 


with Bijii 



48,000 



Rs. 2,00,000 

2,00,000 

Solution : 




Balance Sheets of Mfs. Bidyvt Ltd., as an 31st Dec, 1979 


UablHttes 

Rs. 

Assets 

Rs. 

Share Capital 


Fixed Assets 


Issued & Subscribed 


Goodwill A Fixed Assets 

38,400* 

Capital liSOO Equity 


Investments 

nil 

Glares of Rs. 100 each. 


Current Assets 


Rs. 80 paid up 

1,20,000 

Stock 

67,000 

Reserves A Suridus 


Debtors 

82 000 

Capital Reserve 


Bank 

24,000 

(Pre-incorporation profit) 

24,000 

Misc. Expenses A 


Profit A Loss A/c 

13.000 

Losses not written off 


Secured Loans 

Nil 

Preliminarly Expenses 

16,000 

Unseenred Loans 

Nil 



Current Liabilities A Provisions 



Trade Creditors 

32,000 



Doe to BiJii 

38,400 




2,27,400 


2,27,400 


* la Trayancore Sugars and Chemicles Ltd. v, CJ.T, {621.T.R. 56S), the S^)reme 
Court has held that such payment in a revenue expenditure and dedootaUe 
from the jffoflts of the compuy, for tax purposes* 
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Statement of Appropriation of Profit: 


f 


Fre-Ineorporatlon Poat Incerporation 


Net Profit for the year 
Less : Directors* m 

Preliminary Exps. 

3,000 

8,000 

Rs. 

24,000 

Rs. 

24,000 




11,000 



24,000 

13,000 


Amount payable to Bijli 
Profit for the year 

h0% doe as cost of goodwill, assets etc. 


Rt. 

48,000 

38,400 


Profit or Lose Prior to IncorporationWhen a rnnning business is taken 
over by the promoters of a company, from a i^te before the company, which is to 
manage and own the business, is registered, the amount of prrfit or loss of such a 
business for the period prior to the date the company came into existence is 
referred to as pre incorporation profits or losses. Such profits or losses, thongii 
belonging to the company or payable by it, are of capital nature ; it is necessary 
to disdose. them separately from trading profits or losses. The general practice 
in this regard is that, if there is a loss, it is either written off bv debit to the 
Profit and Loss Account or to a special account described as *xoss Prior to 
Incorporation'* and shown as an "asset” in the Balance Sheet; in the alternative, 
it is debited to the Goodwill Account. On the other hand, if a profit has been 
earned by a business prior to the same being taken over and the saue is not 
folly absorbed by any interest payable for the period, it is credited to Capital 
Reserve Account or to the Goodwill Account, if any goodwill has been adjusted 
as an asset. The profit will not be available for distribution as a dividend among 
the members of the company. 

Methods of computing profit or loss prior to Incorporation : The determina¬ 
tion of such profit or losses would be a simple matter if it is pouible to close the 
books and take the stock held by the business before the company came into 
existense. In such a case, the trial balance will be abstracted from the booln 
and the profit or loss computed; thereafter, the books will be either closed off or 
the balance allowed to continue undisturbed ; only the amount of profit or loss so 
'1 determined being adjusted in the manner described above- When this is not 
; possible one or the other of the following methods will have to be followed for 
the purpose. 

(1) The simplest, though not always, the most expedient, method is to close 
off old books and open new books for the purchase with the assets and liabilities 
as they existed at the date of incorporation- In this way, automatically, the 
resuft to t^t date will be adjusted, the difference between the values of assets 
and liabilities acquired and the purchase consideration being accounted for either 
as I goodwill or as reserve. The accounts, therefore, would relate exclusively to 
the post incorporation period and any adjustments for the pre-incorporation 
period, whether an adjustment of profit or loss, would not be required. 



(2) Since the decision to take over a biuinesa is nsually readied long after 
the date from which it is agreed to be taken over; it is normally not possible to 
follow any of the methods aforementioned. The only alternative left, in the 
drcumstances, is to split up the profits of the year of the transfer of the business 
to the company between *pre’ and ‘post’ incorporation periods. This is done either 
on the time basis or on the turnover basis or by a method which combines the 
two. 

The amount of gross profit of a business is not dependent on time. It is, 
therefore, more appropriate to distribute it on the basis of turnover. Simailaily, 
the expenses, incurred in earning the grots profit, not having any direct 
relationship thereto should be distributed on a basis considered appropriate, 
having regard to the circumstances of each case. Common charges which are 
fixed e-g; insurance, salaries, depreciation etc., are allocated on tiine basis, while 
those which are fluctuating e g.. bad bebts, discount and carriage outwards are 
allocated according to turnover unless, in the light of available information, they 
are to be specially allocated. Tbe charges that are not common are divided either 
on basis of the time at which these were incurred or in consideration of tbe 
relationship that these bear to the the profits of the two periods. For 
example, interest payable on the credit balance of vendors is charged against the 
profits of tbe period before the business was taken over on tbe consideration 
that it is in respect of that period that the profits accrued to the company, 
though tbe purchase consideration had not been discharged. But if the 
purchase consideration is not paid on taking over the business tbe interest 
for the subsequent period is charged to the post-incorporation period. Again, 
preliminaiy expenses on the formation of the company though incurred in point 
of time, before the company was incorporated are charged against tbe profits of 
the period subsequent to incorporation. 

Rs. 

Suppose Sales in Pre incorporation Period 6,COO 

Sales in Post incorporation Period 19,000 

25,000 


The company deals in one type of product. The unit cost of sales 
was reduced by 10% in post incorporation period as compared to the pre-incor¬ 
poration period in the year. In this case the cost of sales will be divided between 
the two periods in the ratio of 6,COO : 17,900, /.e,, 19000—1,900. 

illustration: Inder and Vishnu, working in partnership registered a joint rf 
stock company under the name of “Fellow Travellers Ltd.” on May 31, 1978, to' * 
take over their existing business. It was agreed that they wuuld take over tbe 
assets of the partnership for a sum of Rs. 3,60,000 as from Janu.iiy 1st, 1978 and 
that until ihe amount was discharged they would pay interest on the amount at 
t!;c rate of 6% per annum The amount was paid on June 30, 1978. To discharge 
tbe purchwe consideration, the company issued 20,000 equity shares of Rs. 10 
each at a premium of Re. 1 each for cash and allotted 7% Debentures oT the 
face value of Rs. 1.50,000 to the vendors at par. 

The Profit and Lots Account of the “Fellow Travellers Ltd” for the year 
ended 31st December, 1978, was as follows ; 




Rs. 


Rs. 

Purchaaa, inclodinf stock 

1/0.000 

Sales : Ist January to 


Freight and carriage 

5,000 

31. May 1978 

60,000 

Oroaa Profit c/d 

60,000 

1st June to 




31st Dec., 1978 

1,80,000 

iJ 


Stock in hand 

25,000 


2,05.000 


2,05,000 

Salaries and Wages 

10,(KK) 

Gross profit b/d 

60,000 

Debenture Interest 

5,250 

Depreciation 

1,000 



Interest on Puchase Considera¬ 




tion (up to 30-6-78) 

10,800 



Selling Commission 

9,000 



Directors* Fees 

600 



Preliminary Expenses 

900 



Provision for Taxes 

6,000 



Dividend on equity shares @5% 

5.000 



Baiance c/d 

11,450 




60,000 


60,000 


Prepare statement apportioning the balance between the 'post’ and ‘pre-incor* 
poration' periods and also show how these figures would appear in the l^lace 
Sheet of the company. 


Solatka i 

FELLOW TRAVELLERS LTD. 

* Statement showing apportioBment of profit between periods 
prior to and since incorporation 


Pre- Post- 

Ratio incorporation incorporation 


C^oss profit allocated on the basis of sale 
Administrative Expenses allocated 

on time, basis: Rs. 

1:2 

Rs. 

20 000 

Rs. 

40,000 

5: 7 

4,583 

6.417 

(i) Salaries and wages 10,000 

(li) Depreciation 1,000 

Selling Commission on the basis of sales 

1:2 

3,000 

6,000 

Interest on Purchase Consideration (time 

basis) 

5: 1 

9.000 

1,800 

(Conid.) 



14 


Expenses applicable wholly to the 
post-incorporation period ; 

Debenture Interest 5,2S0 


Directors* Fees 

600 


5,850 

Appropriations: 

Preliminary Exps. w/o 
Provision fbr Tax 

Dividend on equity share 

900 

6.000 

5,000 


11,900 

Balance c/o to Balance Sheet 


3,417 

8,033 



20,000 

40300 


FELLOW TRAVELLERS LTD. 

Extract From the Balance Sheet as on Slat Dee., 1978 Rs. 


Share Capital 

20.000 equity shares of Rs. 10 each folly paid 2,00,000 

Reserves and Surplus 

Profits Prior to Incorporation 3,417 

Share Premium Account 20,000 

Profit and Loss Account 8,033 

7 %Dcbcntures 1,50,000 

Provision for Taxes 6,000 


Total 337,450 


Debtors and Creditors Saapanse Aceoants: As mentioned already, » company 
taking over running business may also agree to collect its debts as an agent for 
the vendors and may further undtf take to pay the creditor on behalf the vendors. 
In such a case, the debtors and creditors of the vendors will be included in the 
accounts of the company by debit or credit to separate Total Accounts in the 
General Ledger to distinguish them from the other debtors ard creditors wK- 
the business and contra entries will be made in corresponding Suspense Acoountt. 
Also details of debtors* and creditors’ balance will be kept in separate ledgers. In 
order that the collections from debtors and payments to creditors of vendors may 
not get mixed up with those of the company, it it a desirable procedure further to 
distinguish them by having separate columns for them in tlm Cash Book. The 
Book entries that should be passed for debtors in such a case are shown below ; 

Debit Sundry Deb’ors’ Account 

(or Total Debtors Account) for opening balance 

Credit Debtors Suspense A/c 



IS 




Debit Cash 

(a) 

(a) 

for cash received from 
debtors 

Debtors* Suspense A/c 

(b) 

(b) 

for allowance etc., to 
debtors 

Credit Sundry Debtors* A/c 

Debit Dd)fors* Supense A/c 

Credit Cendor 

(c) 

(c) 

for cash and allowancu 
etc. i.e total of (a) and (b) 
for the total, cuh received 
from debtors ft payable 
to vendors. 


The vendor ii thtu treated at a creditor for the cub received by the pnrchas- 
iflg coimMay in reepect of the debte due to the vendor, jut ai if he had himself 
coUeeted cuh from hii debtors and remitted the proceed to the purchasing 
compw. 

rbr entrim in respect of creditors, the reverse of those outlined in respect of 
debtors will be passed. The vendor is couidered a debtor in respect of cash paid 
to his creditors by the purchasing company. The balance of the cash collected, 
less paid, will represent the amount due to or by the vendor, arising from 
debtors* and creditors* balances which have been taken over, subject to any 
collection expensu. The balance in the supense accounts will be always equal to 
the amonnt of debtors and creditor tidten over remaining unadjusted at any 
time. 

Hleatr a Oen Messrs X, Y, ft Z, the balance sheet of whose buiness is given 
bdow transferred their buiness to a limited company with the same name on 
laiHMtry 1.1977. It was agreed that the company would take over the assets 
except cash and book debts at their book values, would pay Rs. 20,r00 for the 
goodwill of bosiness and would collect the book debts at commission of S% out 
of the collection from the debtors, the liabilities to sundry creditors would be 
first discharged as and when the amount is available, and the balance, if any, 
wenld be paid to vendors after six months. The partners undertook to pay off 
bank overdraft. Yon are required to show the computation of the purchase 
couideration and the Vendors Collection Account, assuming that only Rs. 65,000 
collected out of debtors’s Imlance and the remaining debtors were taken over by 
the vendors at the end of six months. Collection from debtors were: January, 
Rs 30,000; Rbrnary, Rs. 13,000; March Rs. 10,000; April Rs. 5,000; May, Rs. 
5,000; June nil. 

Balasme Sheet «f M/s X, ¥, Z as on Jlst December. 1976 


Liabilities 


Assets 


rjmital Accounts 

of Partners: 



Rs, 

Rs. 

Rs. 

Land ft Building 

25,000 

' X 

75,000 


Machinery 

1,50,000 

Y 

60,000 


Stock 

60,000 

Z 

40,000 

1,75,000 

Book Debts 

75,000 


—— 

Cuh 

5,000 

General Reserve 


80,000 



Sundry Creditors 


56,000 



Bank Overdraft 


4,000 





3,13,000 


3,15,000 



SMntloBi 



Purchase consideration payable: 


Rs. 

Total of AsseU 


3,15,000 

Add amount of Goodwill 


20.000 

Less : Assets not taken over : 

Cash Balance 

5,000 


Book Debts 

73,000 

80,000 


2,55.000 



Vendors Debtors' Account 







Cr. 

Dr. 



1967 


Rs. 

1967 


Rs. 

Jan. 

31 By Cash 


Jan. 

1 To Balance of Debtors 



[amt. collected] 

30.000 


takeover for collection 

73,000 

Feb. 

28 ‘do- 

15,000 




Mar. 

31 -do- 

10,000 




Apr. 

30 •do- 

5,000 




May 

30 ‘do- 

5,000 




June 

30 By Balance transferred 





to Debtors' Suspense 






Account 

10,000 



75,000 



75,000 


Debtors Suspense Account 


1967 


Rs. 

1967 


Rs. 

Jan 

31 To Amt. transferred 


Jan. 

31 By Balance of Ven¬ 



to Vendors’ Collec¬ 



dors’ debtors taken 



tion Account 

28.500 


over for collection 

75,000 


To Commission A/c 

1,500 




Feb 

28 To Amt, transferred 

to 



A 


Vendors’ Collection 




A 


A/c 

14,250 



1 


To Commission A/c 

750 





Mar 31 To Amt. transferred 
To Vendors' Collec¬ 
tion Account 9,300 

To Commission A/c 300 

April 29 To Amt. transferred 
to Vendors’ 

Collection Account 4,730 
To CommlMion A/c 230 
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May 31 

To Amt. transferred 
to Vendors’ Collec* 
tion Aooonnt 

4,750 


To Commission A/c 

250 

June 30 

To Amt, transferred 


• 

from Vendors* Debtors 


f 

Account 

10,000 


75,000 


75,000 


Df. 

1977 

Jaa. 


Credhor’a Smpane Acooant 


Rs. 

To Amount recoverable 
from vendore in retpect 
of liabilities taken over 56,000 


56.000 


1977 

Jan. 31 By Vendors* 

Cr. 

Rs. 

CoIle> 

tion Account 

28,500 

Feb. 28 

-do- 

14,250 

Mar. 31 

-do- 

9,500 

April 30 

-do- 

3,750 


56.000 


Veadors’ Creditors* Acconat 


1977 


Rs. 

1977 


Rs. 

Jan. 31 

To Cash 

28,500 

Jan. 1 

By Account payable 

Feb. 28 

99 99 

14,250 


on behlf of vendors 56,000 

Mar. 31 

99 9 ^ 

9,500 




Apr. 30 

99 99 

3,750 






56.000 



56,000 


Venders* Collcctiea Aecoaat 



1977 


Rs. 

1977 


Rs. 

Jan 31 

To Amt, transferred 


Jan. 31 

By Amt. transferred 

\ 

to Creditors 



from Debtors 

28.500 


Suspense A/c 

28,500 


Snspenie A/c 

Feb. 28 

-do- 

14,250 

Feb. 28 

-do- 

14,250 

Mar. 31 

•do- 

9,500 

Mar. 31 

■do- 

9.500 

April 30 

-do- 

3,750 

AprU 30 

-do- 

4,750 

June 30 To Cash (amt. paid 


May 31 

-do- 

4,750 


to vendors) 

5.750 



' 


6l',750 



61,750 



Statotory R<^fott (See. 165): 

Every company (which it not a private company) limited by ibaree and every 
company limited by guarantee and having a ihare capital is required to hold a 
general meeting of the company not lets than one month and not more than six 
months from the date on which the conmany ia entltted to commence bnsineee. 
Such a meeting is known u the ‘Statutory Meeting’. 

The report to be coneidered at the Statutory Meeting to be prepared in Form 
22, printed as Annexnre to the company Rules. Students are advised to study 
carefully the form as. well as the provisions contained in Section 165 (3) of the 
Act in regard to the information to be included in the Satntory Report. 

It is to be specially observed that only an abstract of receipts and payments 
of the company, made up to a date within seven days of the date cf Statutory 
Report, has to be included therein. Such Receipt and Payments Acconnt must 
exhibit, under, distinctive heads, the receipts of the company from shares and 
debentures and other sources, the payments made therefrmn and particulars of 
the balance left in hand. The Receipt and Payments Account is thus only an 
analysis of various items of the Ca*h Book classified under appropriate heads. 
It is not necessary to prepare either the Profit and Loss Account or the Balance 
Sheet since it is expected that a company should not have begun trading before 
the time such an account is prepared. The Receipts and Pavments Account will 
be only a summary of cash transactioiu and the liabilities incurred, if any, will 
be separately stated in the report. 

The law further requires that a full account or an estimate of preliminary 
expenses should be included in the report. If it is anticipated that the totd 
of preliminary expense would exceed the estimate In that regard, contained in 
the Articles of Association or the Prospectus, or the Statement/n//eu of Pros¬ 
pectus, the sanction of the shareholders for the payment of the unount exceeding 
the estimate must be obtained. 

Any commission or discount paid upon, or to be paid on iasne or sale of 
shares or debentures should be shown separately. The extent to which any 
underwriting contract has not been carried out should be stated, together with 
reasons therefor. Similarly particulars of any contract which, or the proposed 
modification of which, is or are to be submitted to the shareholders for their 
approval should be stated together with particulars of modifications. 

It is also essential to note that any arrears on calls doe from Directors are 
required to be separately disclosed. Similarly any commission or brokerage paid 
to them as well as the manager is required to be disclosed. 

lUustratfon: Prom the particulars given below prepare a Receipts and Pay¬ 
ment* Account to be include in the Statutory Report of XYZ Co. Ltd. made 
upto March 31, 1977. Total number of shares subscribed was 8,981 shares of 
Rs. 10 each of which 5,000 shares were issued as fully paid up to vendors— 
of the remaining shares 50% of their noinlnal value was called up and had been 
received except that allotment money of Rs. 2.50 Mr share on 500 shares 
remained unpaid by a director. The company sold off aO the assets acquired 
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from the vendors for Rs- 60,000 and advanced a ram of Ri. 30,000 to a oontnctor 
for tite oonstraction of a buiMinf. and farmer entered into an agreement to 
pofdiase madiinery valued at Ra. 1,00,000 against wUch it only paid a deposit of 
Rs. 10,000. The ^lindnary expenses amounted to Rs. 10,000 (Advertisement 
cbarns Rs. 5,000; Stamping of Documents and Registration Fee Rs. 1,000: 

. Solidtors’ fee Rs. 3,000; and printing of Memorandum Rs. 1,000) out of whidi 

^ Rs. 4,000 was still watde to solicitors and printers in respect of their bills on 
March 31.1977. Toe prdiminary expenses were estimatM at Rs. 5,000 in the 
Statement in lieu of Prospectus. 


Receipts and PayaMOta Aceeaat M XYZ Co. Ltd. 
for the period endlag 31st Match, 1977 



Rs. 


Rs. 

To Amount received on applica* 


By Preliminary Expenses 

6,000 

tien and dlolment of 3,981 


„ Advance paid to the 


shares 

18,655 

Contractor for the 




construction of building 

50,000 

Td amount received on sale of 


„ Deposit against purchase 


assets 

60,000 

of machinery 

10,000 



„ Cash and balance in 




hand 

12,655 


78,655 


78,655 


The following is an estimate of the preliminary expenses incurred by the 
company and that of its expenditure on the acquisition of machinery : 



(1) Preliminary expenses including fees, e/c.. 
Advertisement charges 

Stamping of documents and Registration fees 

Solicitors’ fees 
Printing memorandum 

(Preliminary expenses were estimated only at 
Rs. 5,000 in the Statement /a /feu of Prospectus) 


Rs. Rs. 

5,000 
1,000 
3,000 

1.000 10,000 


(2) The cost of machinery on order is Rs 1,00,000 against which a sum of 
Rs 10,000 only was paid till 31’3'1977. 

(3) Five thousand fully paid*up sharm of Rs. 10 each were allotted to the 
vendors for purchase of their assets. 

(4) Shri. a director of the company had not paid the allotment 

money of Rs. 2.50 on 500 shares allotted to him. 
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lOiutratiM: 

Bbarat Ltd., was incorporated on I*t April, 1981 to takew>v8r tha rndning 
bniineu of M/i. Mann & Co. as from 1st January, 1981 for Rs. S,00,000. tUs 
Balance Sheet of M/s. Mann & Co. as on 31st December, 1980 was u nttder 

Rs. Rs. ^ 


Creditors 


1,50,000 

Cash and Bank 

15,000 

Capitals; 



Investments 

30,000 

Mann 

3,00,000 


Debtors 

2,00,000 

Raman 

1,50,000 


Stock 

3,0ei000 



4,50,000 

Fixed assets 

55,000 



6,00,000 


6,00,000 


The purchase consideration was discharged by allotment of 

(a) 30,000 equity shares of Rs. 10 each at par: 

(b) 1,500, 12% redeemable cumulative preference share of Rs. 100 each at 
par, redeemable at a premium of Rs. 10 per share on 31*3-1991 ; and 

(c) 50, 13% secured debentures of Rs. 1,000 each at par, secured by a charge 
on the current assets and redeemable at par an 31'3‘1995. 


Bharat Ltd,, obtained the certificate to commence business on 16tb April 
1981. On the same day it issued a prospectus for raising fresh capital as 
under : — 


(a) 20,000 equity shares of Rs. 10 each ; 

(b) 1,000, ]2"o redeemable cumulative preference shares of Rs. 100 each 
redeemable at a premium of Rs. 10 per share on 31<3>1991; and 

(c) 200, 13% debentures of Rs. 1,000 each secured by a charge on the 
current assets and redeemable at par on 31-3-1995. 


The entire amount in respect of the above was receivable with application 
30th April 1981. 

The public response, the allotment and the underwriting commission were 
indicateo below:— 


hy 

as 


1 


Equity shares 
Preference shares 
Debentures 


Application 

25,000 

800 

ISO 


Allotment Underwriting 
Commission 
20,000 4% 

SCO 3% 

150 2% 
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t. I amouatt due by 31it May 1981 the 

balance 50% being dtoou September 30.1981. The coamiiaion L to ite 
underwriters wa» paid by the company on 30th Wne, 1981. 


The company fkirnishes farther information 
(a) Cash and bank balances 



,y 

Rs. 


1-1-1981 

15,000 


31-3-1981 

40,000 


(b) Other data: 

lit January 

1st April 


to 

to 


3.1st March 1981 
Ri. 

SOst June 1981 
Rs. 

Sale of goods (net) 

6,00,000 

7.00,000 

Purchases of goods (net) 

3,00,000 

4.00,000 

Collections from customers 

5,00,000 

8,00.000 

Payments to suppliers 

4,00.000 

5,00,000 

Expenses paid 

130.000 

1.80,000 

Depreciation 

20,000 

30,000 

Purchase of fixed assets 

10,000 

1.60,000 

Payment for fixed assets 

Sale of investments taken over (cost 

nil 

90,000 

Rs. 30.000 taken over at Rs. 40,000 
from M/s. Manu & Co.) 

— 

70,000 

Amount received from broker on sale 



of investments 

— 

50,000 

r' i Payment for 



>1 Formation expenses 

3,000 

2,000 

Public issue expenses 

— 

6,000 

Loan from Manu 

58.000 



The Directors of Bharat Ltd., met on the 6th July 1981 to finalise the 
statutory report under Section 165. 

You are required to prepare the finandal statement and compile the other 
relevant financial information for incluiion In the statutory report. 

Show your detailed workings. 
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It is assBiMd that the closing stock is the sane as the opening stock-this aunnption is necessary lince the figora 

of closing stock has not heen ipven. 
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Babaee Sheet of Bkand 

. Liabilities Ri. 

Anthorieed Capital 

.Sham of Rl.—.. each 

' Issued A Subscribed Capital - 

y SO^OOO Shares of Rt. 10 each 
ftiUy paid 5.00,000 

(of the above 30,000 sham 
have been issoed for coniide* 
ration other than caA) 


lid. as at 30th JnM 1981 

Assets Rs. 

Fixed Assets 

Goodwill 40,000 

Other Fixed Assets 
Cost 45,000 

Addition 

(Post incorporation) 1,60,000 


2,05,000 

Less Depreciation 30,000 1,75,000 


2,300 12% Redeemable 
Preference shares of Ra. 100 


Investments 

10,000 

each fally paid op 

200 12% Redeemable 
Preference shares of Rs. 100 

2,30,000 

Current Assets Loans 


each Rs. 50 per share called op 10,000 

Advance 


(of the above fully paid shares 

Current Assets 


1,500 shares have been issued 

Stock in trade 

3,00,000 

for consideration other than 


Sundry Trade 


cash) 


Debtors 

2,00,000 

Reserve A Surplus 


Other Debtors 


Capital Reserve 

40,000 

(Share Broker) 

20,000 

Pre-incorporation Profit 

1,50,000 

Cash in hand ft at Bank 

5,62,000 

Profit A Loss Account 

90,000 

Loans A Advances 


Scoffed Local 


Sundry Suppliers 

50,000 

200 13% Debentures 


MIsc A Expenses 


of Rs. 1,000 each fully 


Losses net yet written off or 

paid 

50 13% Debentures of 

2,00,000 

adjusted 


j Rs. 1,000 each Rs. 500 


Formation .Expenses 

5,000 

J called & paid up 

25,000 

Share Issue Expenses 

6,000 

Vn-Secuted Loan 


Under Writing Conunission 15,000 

Loan from Mann 

58,000 



Current Liabilities A Provisions 



Sundry creditors 
(Re>pnrchase of asset) 

80,000 



' 

13,83,000 


13,83,000 
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Relevant financial infnnnatiMi for incinsion in the Statntory Report. 


Shares Allotted 


(Purfoant to Sectiiw 165) 


(») 


(b) 


Allotted snbject to payment in caah 

No. 


Eqnity Sharea 

12% Red. Cumulative Preference diares 

Allotted for conaideration other than cash 
Equity Sharea 

12% Red. Cumulative Preference shares 


of Shares 

Nominal 

Amount 


Value 

received 


Rs. 

Rs. 

20.000 

■ 10 

2.00.000 

1.000 

100 

90,000 

30.000 

10 

• 3.00.000 

1,500 

100 

1,50.000 


Abstract of Receipts ft PaynMBts npto 30th June, 1981 


Receipts 

Rs. 

Payments 

Rs. 

From Vendors 

40,000 

Preliminary Expenses 

2,000 

Equity Shares 

2,00,000* 

Public Issue expenses 

6,000 

12% Red. Preference Shares 90,000 

Underwriting Commission 

15,000 

13% Secured Debentures 

1,75,000 

Purchase of Fixed Assets 

90,000 

Deposit 

— 

Other Payments 


Other Sources 


Sundry Creditors 

5,00,000 

Sales of Investments 

50,000 

Sundry Expenses 

1,80 000 

From Customers 

8,00,000 

Balance 

5,62,000 


13.55,0 0 


13,55,000 


Working notes : 


( 1 ) 


Total DeMors Account 


1981 


Rs. 

1981 

Rs. 

Jan. 1 

To Balance 

2,00,000 

By Casb/Bank 

5,00.0('0, 

Jan .'March 

„ Sales 

6,00,000 

March 31 „ Balance c/d 

3,00,00|p 



8,00,000 


8,00,000 

April 1 

To Balance b/d 

3,00,000 

April'June By Cash/Bank 

8,00,000 

April-June 

„ Sales 

7,00,000 

„ Balance c/d 2,00,000 



10,00.000 


10,00,000 


*Net of Refund 50.000 



8S 


(2) 

Total Creditors Aeeonnt 



1981 

Ian* March To Bank 

March 31 „ Balance c/d 

Rs. 

4.00.000 

S0.000 

1981 

Jan-March 

By Balance b/d 
„ Purchases 

Rs. 

1,50,000 

3,00,000 


4.SO,000 



4,50,000 

1981 

ApriMune To Bank 

5,00,000 

1981 

April 1 
April*June 
June 31 

By Balance b/d 
„ Purchases 
,. Balance c/d 

50,000 

4,00,000 

50,000 


5,00,000 



5,00,000 


(3) 


Cash and Bank Aeeount 


1981 


Rs. 

1981 


Rs. 

Jan. 1 

To Balance b/d 

15.000 

Jan-By Sundry 



„ Sundry Debtors 

5,00,000 

March Creditors 

4,00,000 




99 

Trade 



., Loan Manu 

58,000 


Expenses 

1,30.000 




99 

Formation 






Expenses 

3.000 





Balance c/d 

40,000 



5,73,000 



5.73,000 

1981 


Rs. 

1981 


Rs. 

April 

1 To Balance b/d 

40,000 


By Sundry Creditors 

'5,00,000 

pi 

Sundry Debters 

8,00,000 


„ Sundry Expenses 

1,80,000 

If 

Share CapiUl Equity 2.00,000« 


„ Fixed Assets 

90,000 


12% Red. Preference 

90,000 


„ Formation Expenses 2,000 


13% Debentures 

1,75,000 


„ Public Issue Expenses 6.000 

9 $ 

Broker 

50,000 


„ Underwriting 






Commission 

15,000 





„ Balance c/d 

5,62,000 



13,55,000 



13,55,000 


(4) It has been auumed that Debenture interest will be accounted for at the end 
of the year. 

(5) Premium payable on redemption of Preference shares may be shown as a 
liability on tto one hand and a Loss on issue of share under Mhc. Expenses 
Losses 


•Net of Refiiod 
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The B»I«Dae SOwet ud tbe l!r<A and Lom Aceavt 

The form in which theu •tatementB of accounts should be drt.wa op and the 
information that has to be disclosed therein are contained in Sdiedale VI to the 
Compuiies Act which students must study very carefully. The imidication of 
some of legal provisions requiriug the disclosure of certain informatitm in the 
final accounts not being clear, the Research Committee of the iMtitnte cS x 
Chartered Accountants of India has published “A Guide to Companies Audit**, a 
study of which would be rewarding for the students. (A copy of this has 
been supplied already to the students). See particularly Stndy Pam No. 11 in 
Auditing wherein the reqirements of Schednie VI in respect of the Profit and Lots 
Account have been stated. 

The general principles regarding the preparation of final a^moonts of 
companies are much the same as those in the case of similar accounts prepared 
for other forms of business organisations. These can best be learnt by working 
through the illustration in the text book. The illustration on P. 835 text book 
(No. 2) should be carefully seen. 

The student should remember that in the case of a con^ny, the Profit and 
Loss Account must be drawn up in such a fashion as to afford a true and fair 
view of the profit earned or loss suffered daring the year. The practical )mpli« 
cation of this is that all information required to be discloied under Part II of 
Sehednle VI of the Companies Act must be disclosed but particular attention 
should be paid to the following points: 

(a) If there is a change in the basis of accounting, the effect on {u-ofit of 
such a change compared with profit of the previous war must be stated. 
Suppose cost of Plant A Machinery is Rs. 5 00,000: depreciation 
already provided is Rs. 2 00,000 and the depreciation method is to be 
changed from one of 10% on original cost to 15% on diminishing 
value. In the current > ear's Profit and Loss Account the amount to be 
debited by way of ^predation will be Rs. 45,000, i e. 15% on Rs. 
3,00.000 together with a note that if the previous year's basis bad been 
followed, the amount would have bwn Rs. 50.000. The Institute 
had earlier recommended that such a change should have retrospective 
effect.* Another example is a change in the method of valuation of 
stock, say. from first-in-first-out basis to last-in first-out basis. 

If, in the example given above, the amount already written off is al8o .|o be 
adjusted in accordance with the new basis of depreciation, the required statements- ^ 
should be shown separately from current year’s depreciation. Current yeaffh 
provisions, say provision for taxation, should not be lumped up with, say, acceu 
of actual tax paid, over the provision made relating to previous years, unleM the 
amount involved is immaterial- 

(b) Figures relating to previous year’s adjustment, if material, should be 
shown separately from the figure relating to the current year, preftrably 
in the appropriation section, i e, below the Hoe. 

(c) For purposes of calculating managerial remuneratioo and the income- 
tax payable, depreciation should be according to the Inoome-tsx Rules 

* Accounting Standard on defn^ation now alloas prospect phir|s of 
depreciation as well. 
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0 V 88 tbooth the amonot actually debited in the Profit and Loss account 
b different. 

(d) There shoold be a note showing how the managerial remuneration has 
been odonlated. 

It b premiisibfe to draw up the Profit and Loss A/e without dividing it into 
sections. But it is desiraUe to divide it into : 

(a) Trading Account; 

(b) Profit and Lou Account (proper); and 

(c) Profit and Lots Appropriation Account. 

Entriw made in the last named account are called ‘below the line* and 
concern (i) duposal or distribution of the available profit; and (ii) adjustments 
pertaining io previous years. Entries which are ‘above the line*—in the Profit A 
Loss Account—are a charge against profits. It should be noted that current year's 
provisions for taxation is treated as a charge against profit but dividend paid or 
proposed and transfers to reserves treated as appropriation of profit and are 
entnred below the line. 

Tatortal Note : Students will be advised to carefully and repeatedly read 

through the whole of Schedule VI to the Companies Act so that they are well 

acqniunted vrith the information to be disclosed in the final statements of 

accounts (See I.S P. A 11). 


The quantitathe and statistical information, now reqtdfed under Section VI, is 
tlbutrmted iy the following extracts from the published accounts of the Indian 
Alwmhtium Co Ltd, for the year ended 31st Dee, 1974. 



Sales By Class of Goods 

1974 

1973 


Aluminium 

Tonnes 

Rs. 

Tonnes 

Rs. 

Ingot, wire bar and billets 

25,393 

1,22.212,439 

30,100 

1,21,469,581 

. JloUcd products 

21,067 

1,69,708,926 

25,133 

1,61,343,913 

^^ntrdded products 

A,176 

38,886,938 

3,830 

26.536,686 

Properri rod 

11,371 

60,279,779 

11,212 

50,453,132 

Foil 

3,101 

77,935,818 

2,613 

56,604,687 

Powder 

Paste and dried filter cake 

213 

2,263,686 

204 

1,572,216 

(aluminium content only) 493 

7,752,486 

568 

7,314.314 

Serap 

748 

3,994,904 

1,238 

4,547,163 


66,564 

4,75,084,976 

74,891 

4,29.841,598 
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NoH'Alumlnium 





Sales carbon paste 
Alumina 

Hydrate 

2,540 

44 

1.005 

8,766,386 

70,844 

1,351.735 

2,472 

65 

3,096 

3.382,358 

85,974 

3.725,008 


3.589 

10,088.665 

5,633 

7,193,160 

Conversion 





Rolled products 
Extruded products 
Sales carbon paste 

1,822 

40 

121 

55.78,788 

1,79,544 

98.949 

242 

9,50,393 



5,857,291 


9.54.393 

Excise Duty 


1,81.016,047 


1,67,797,801 



6,72,997.) 79 


5,99,782.952 

‘Sales figure are 
Rs. 4.74,879). 

net of distributions* commission 

Rs. 2,29.258. (1973- 


Details of Raw Materials Consumed 


1974 


1973 

• 

Tonnes 

Rs. 

Tonnes 

Rs. 


Caustic soda 

16,118 

20,731,383 

16,475 

17,853,522 

Linic, starch, filler cloth etc. 


3,369,547 


3,011,233 

Aluminium fluoride 

2,901 

15.589.431 

3,545 

17,168,998 

Cryolite 

1,546 

8 505.611 

2,002 

9.890,200 

Calcined petroleum coke 

27,293 

55,424,721 

31,777 

27,212,228 

Soft pitch 

11,135 

10,786 659 

13,676 

12,360,318 

Other batch materials 


345,028 


649,259 

Other lining materials 


6,974,326 


7,906,237 

Alloying materials 


2,854,469 


2,516,118 .."ll 

Paper 

1,672 

9,850,473 

1,673 

5.997,760 

Polythene 

223 

3,866,952 

191 

2,250.761 

Solvents, adhesive ink, e/c ,: 


4.522,589 


3,339,686 

Stearic acid, kerosene, ere. 


767,969 


582,128 



1,43,220.043 


1.11.438.438 


The above does not include own/processed raw materials. 





Opealag aad Claalag Stock of Goods Prodoced for Sale 


Aluminium 
iDKot. wire bar and 
billeu 

fioUod prodncts 
%^udM products 
Propend rod 
Foil 
Powder 


94 

946 

96 

25 

48 

20 


Paste and dried filter 
cake (aluminium 
content only) 47 


Non-Aluminium 
Sales carbon paste 


1,276 


76 


Rs. 

Tonnes 

Rs. 

Tomien Rj. 

277,656 

27 

83,917 

18 

76.624 

4,886,757 

752 

3.793.610 

399 

2.935,880 

402,403 

240 

1,218,635 

73 

456,274 

72.079 

5 

13,686 



375 564 

84 

1,041,292 

42 

1.096.377 

68,304 

7 

26,906 

30 

157,695 

287,314- 

55 

393.840 

91 

832,067 

6,420,077 

1,170 

6,571,886 

654 

5.554.917 

66,612 

27 

25,222 

105 

220.550 

6,486,689 


6,579,108 


5.775,567 


aad Prodnclion for Sale 



Licensed 1 

Installed 

Production 


Capacity 



1 

973 


(i) 

U) 


For Sale 

Total 

For Sale 

Aluminium 

tonnes 

tonnes 

tonnes 

tonnes 

tonnes 

tonnes 

Ingot [molten 

96,170 


67,340 

25,387(3) 

76,426 

30,033 

Rolled products 
Extruded products 
Properzi rod 

Foil 

Powders 

29,500 


26,100 

20,714 

30,025 

24,939 

3,760 
5,000 (4) 
2,500 


4.095 

11,366 

3,075 

4,002 

11,366 

3 059 

4,094 

11,192 

2,661 

3,967 

11,192 

2,649 

Not 


721 

236 

748 

191 


Applicable 






Pastelknd dried 
niter cake 

-do- 

800 

530 

529 (5) 

578 

576 

Non-aluminium 







Sales carbon paste' 

-do- 

No 

separate 

capacity 

2,618 

2,618 

2,428 

2,423 

Processed Material 







Alumina 

Hydrate 

o o 

■ 1 

-do- 

-do- 


44(6) 

1005(6) 


65 
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(1) Licensed and installed capacities wen the .same in 1973 escept the 
installed capacities of ingot (1973*76,170 tonnes). Installed capacity 
certifted by the Joint Managing Director. 

(2) Licence is for ingot bat installed capacity and actual prodootion fignns 
an in terms of molten metal. 

(3) Ingots, wire-bars and billets for sale 

(4) Permission has been obtained to produce additional 5,000 tonnes. 

(5) Alumininm content only. 

(6) Quality sold during the year has been shown as production for sale. 

Value of Import {c.i. /. batis* Aceoanted for during the year. 


1974 1973 

Rs. Rs. 

Raw materials 9.544,466 4,833,525 

components and spare parts 1,589,046 1,402,299 

capital goods 7,495.941 627.414 


18,629,943 6,863,238 

mports through canalising agencies have been included. 

Expeaditnn la Cnrrencies during the year 

Rs. Rs. 

Interest 2.672,422 3,308,467 

Directors’ services — 506,688 

Miscellaneous 68,493 66,910 


2.740,915 3,882,074 


Value of Imported and Indigenous Saw Materials and Components Consumed 

during the year 




1974 


1973 

(a) Raw materials 

Rs. 

% 

Rs. 

% 

Imported 

22.440,369 

14.2 

18,375,507 

16,5 

Indigenous 

1.22,779,679 

85.8 

93.062,931 

83.^ 


1,43,20,448 

100 0 

1,11.438,438 

100.0 

(b) Spare parts it components 




Imported 

1,119,259 

5.4 

1.004,362 

7.0 

Indigenous 

19,714,218 

94.6 

13.964,644 

93 0 


20.833.537 

100.0 

15.C09.006 

100.0 
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AMont Renlttei ia Forclfi dmaelet tawards 
DhMcads doriag the year 


1974 


1973 


Nvmber 

Number ‘ 

Net Number 

Number 

Net 

of non¬ 

of 

dividend of non^ 

of 

difUtend 

resident 

snares 

remitted resident 

shares 

remitted 

shares 

held 

share- 

held 


Mders 


Us. holders 


Rr. 

Ordinary—final 1972 1 

10,537 

7,384 7 

11,727,000 

8.812.472 

—interim 1974 8 

10,031 

4.277 1 


4,354,270 

-final 1973 7 11,737.027 

9.630.451 — 

— 

— 

Perferred 1971 — 


— 3 

16 

66 

1973 1 

2 

10 — 

— 


Total number of shareholdera to whom dividenda 

are payable in foreign 

cnrrenciea ii 9 Permistion has not yet been obtained from the Reserve Bank of 

India to remit dividends in all cases. 




Eatnl^ ia Foreign Exchange during the year 




1974 


1973 



Rf. 


Rs. 

Export of goods (fo.b. basis) 

3,485,886 


1.383,661 

Intereit 


782,350 


646.089 

Cash received on account of property loM 



(All Risks Insurance) 




31,645 



4,268,136 


2,346,295 


Expeadltare iacorred on emloyeea who were ia receipt of . 
remnarratlon aggregating Ra. 36,000 or more per year or 
Ri. 3,000 per month if employed for a part of year 


>• 

1974 

1973 


/ 

Employed 

Employed 

Engrloyed 

Employed 


full 

part of 

Ml 

part of 


year 

the year 

yeaf 

the year 


Ms. 

Rs. 

Rs. 

Rs. 

Salary allowance and bonus 

3.770,739 

115,480 

3,069,715 

12,300 

Termination benefits 

809,564 

23.518 

675,533 

960 

Perquisites 

543,250 

13,337 

324,633 

^160 


5,124,253 

152,335 

4,069,911 

15.420 

Number of employees 

86 

4 

69 

1 
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Perqulsitet have been evaluated as per Incoine*tax Act and Rules thereonder 
Vaction pay is now accounted for on cash basis. 

Vertical Balance Sheet 

Oovemment has now given general permission for preparation of balaqM 
sheet in vertical form whose rorm is given below : 

Name of the Company———— 

Balance Sheet as on-— 

Schedule No. Figarcs as at Figures as at 

' the end of current the end of pre- 

_ financial year vioui financial year 

<i>_(2)_ pr (4) (5 ) 

1. SOURCES OF FUNDS 

(1) Shareholder’s funds 

(a) Capital —-— 

(b) Reserves and Surplus ——— ——. 

(2) Loan funds 

(a) Secured Loans -- 

(b) Unsecured Loans —-— 


TOTAL 


II. APPLICATION OF FUNDS 

(1) Fixed assets 

(a) Gross Block 

(b) Less depreciation 

' (c) Net block 

(d) Capital work in progress 

(2) Investments 

(3) Current assets, loans and advances 

(a) Inventories 

(b) Sundry debtors 

(c) Cush and bank balances 

(d) Other current assets 

(e) Loans and advances 

LESS: 

Current, liabilities and provisions: 

(a) Current Liabilities 

(b) Provisions 
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(4) 



Net oorrent aneti 

(a) MiMeOaiieoiu expenditure to the 
extent not written off or adjoated 

(b) Profit and Lom Account 

TOTAL 


NOTES . (1) pe^U nndtf each of above itemi thall be given in separate 
acbeduies. The Schedules shall incorporate all the information 
required to be given, under A—Horizontal Form read with Notes 
► containing General instmction for preparation of the balance 

Sheet. 

(2) The Schedules, referred to above accounting policies and explana* 
tory notes that may be attached stall form an integral part of 
the balance sheet, 

balance sheet may be rounded off the nearest 
wO or 00” as may be convenient or may be expresced in 
terms of decimal of thousands. 

(4) A foot-note to the balance sheet may be added to show separa¬ 
tely contingent liabilities. 


Ty^cal adjnstmeat la proUeas of final Aceonats 

Cost of sales : For a trading concern this item represents the difference of 
opening stock plus purchases minus closing stock. When this is given in the 
U Trial Balance, Instead of showing the three items in the trading account only the 
cost of sates will be debited. Closing stock in tUs case shall appear as an item 
in the trial balance and then in the Balance Sheet. 

Sometimes cost of sales is also termed as adjusted purchases. It should be 
noted that according to Schedule VI, it Is necessary to show the opening and closing 
stocks of finished goods in the Profit and Loss Account. 

Provision for Depreciation : As accumulated provision for depreciation is 
required to be shown in a company’s Balance Sheet, the amount of depreciation 
debited in the Profit and Loss Account is not directly credited to t^ assets 
account but is credited to Provision for Depreciation Account which is carried 
foiva^* from year to year. When an asset is sold or discarded, the relevant 
amoum is transferred from the Provision to the credit of Asset Disposal Account. 

If depreciation appears as a debit item in the trial balance, it represents 
current year’s transfer to Depreciation Provision ; it shall be merely debited to 
the Profit A Loss Account. Depreciation of factory building, plant & machinery 
etc., should be debited to the manufacturihgaccount, if one is prepared. For an 
asset pnrChased daring an accounting period, depreciation may be provided for 
the full year with a note to the effect. 

Charging Capital Expenditure to Revenue mid vice versa : At times a purchase 
of a fix^ asset is debited to the Purebases Account, By a Rectifying entry the 
Mset account ebould Sbe debited by a credit to the PurcbiM Account, wtallatiop 
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charges or otber expenditure to be capitalised sbonld be siinllaiy dealt with if Ae 
amount has been erroneously debited to a revenue account. 

If a sale of'fixed asset has been credited to the Sales Account, the amt/a^s 
disposal account should be credited with the amount of the sale promds. After 
taking into account the provision for depreciation on that asset, the Im or profit 
on sale of that asset should be ascertained- The loss should be debited to the 
Profit & Loss Account. If there is any gain, to the extent of depreciation pre¬ 
viously written off, if should be credited to the Profit & Loss Account; any gain 
over and above the purchase price is a capital gain which should be credited to 
Capital Reserve. 

Prepaid Expenses : Some of the expenses are paid in advance year after 
year; the previous year’s prepaid amount is transferred to the debit of the 
expense account this year. Suppose at the end of the first year 4 months' rent 
is prepaid ; the total debit in the rent account by the end of the year will be for 
16 months and 1/4 of this (not 1/3) shall be carried forward. 

If a prepaid expenses account appears as a debit item in the trial balance, it 
shows that the adjustment entry was passed at the year end : the amount now 
standing to the debit of the expenses account only should be debited to the Profit 
and Loss Account. Adjustments indicated below the trial balance are naturally 
not incorporated in the trial balance: for such item the expense account should 
be credited by a debit to prepaid expenses account, which will figure as an asset 
in the Balance Sheet. 

Outstanding Expenses : If this account appears as a credit itm in the trial 
balance, it refiects that expense account has already been debited by toe amount 
outstanding at the end of the year. The trial balance figure of the expenses 
account should be debited to the Profit and Loss Awount and toe amount of 
outstanding expenses should be shown as a current liability. 

If the information regarding outstanding expenses is given below toe trial 
balance, the expense account should be debited and ontstanding expense account 
credited. Debit to the Profiit and Loss Account shall be for toe higher figure. 

Capitalisation of Expenditure : If the firm has constructed an asset for itself, 
it should be capitalised either as a deduction from total cost or by credit to the 
Profit and Loss Account, if the adjustment has still to be made. 

If the constructed asset is for some another firm. Sales Account will be 
credited. 

Payment of\Cratuity to Staff: Some companies show actual payment as<'^ 
debit to the Proftt A Loss Account (the liability is disclosed as a contingent 
liability) Otber make provision for estimated liability debiting the P ft L/A/c 
with the increase every year) ; the actual payment is debited to the Provision for 
Gratuity Account.* 

(i) Capital Suspense Account: It may so happen that entry on forfeiture of 
shares has not been passed and, on their reissuse, either toe amount received is 
credited to Capital Suspense Account or even toe Share Capital Account. The 


* Preferable accounting practice in to make provision for gratuity payable at 
toe end of each year. 
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repaired adjustment ^ ill be refatdinf cancellation of calls in arrear and transfie: 
of the excess amount now received, if any to Capital Reserve* If the amoun 
received has been credited to share cajHtal afaio, this account should be debitec 
instead bf the suspense amount. 

<U) Sale proceeds of a fixed asset mey have,Mo credited to suspense 
account. This may be transferred to ‘^AsHt Dispo^ Account*' and dealt with 
as shown earlier. 

- (iii) Account paid on redemption of preference share or debentures ma:, 
have been debited to a suspense account. This accoant should be closed by 
transfer to Preference Share Gapital/Oebenture Account, Premium paid on 
redemption, if any. should be written off against the existing Share Premium 
Account or Profit and Loss Account. 

Refaluatlon of a fixed asset: On revaluation, the profit should be credited 
to Capital Reserve by debit to the asset account. The amount will not be 
available for dividend as it is unrealised. 

Prior Year Adjustment : Any additional charge or gain on account of 
previous years should be shown below the line so that the current year’s 
operating picture it not distorted. But if the amoant is not material, it need not 
be shown separately. 

Interest on Debentwe : It is usually paid halfyearly. Compare the total 
amount payable as interest on debentures and the amount actually paid. The 
difference should be provided as outstanding or accrued. 

Tax Deducted at Sources : A coo^any deducts tax at source out of payment 
of salary, interest, dividends, etc This amount is payable to the Oovt^oa the 
closing date ; if a part of amount is not paid to the authorities, it must be shown 
as a liability. 

Provision far Taxation and Tax paid in Advance: At the end of each year 
companies msdee a provision against estimated liability for income tax, which is 
shown as a provision in the Balance Sheet. Companies invariably pay advance 
tax as well, which is shown under Loans and Advances in the Balance Sheet or 
deducted from the Provision on the liability side of the Balance Sheet. When 
income-tax assessment is finalised, the provision for taxation is adjusted. When 
' ttfae tax payable is more than the provision made in the previous year, the excess 
'^has to be separately debited in the P ft L A/c, below the line. Similarly, the 
saving also has to be shown separately. If the actual amount for the previous 
year bu been assessed, but not yet paid, the amount should be shown as a 
current liability. 

inastratioa t Extract from the trial balance of Beta Ltd. as on 31st Dec., 
1983 is given below ; 


Provision for Income-tax 
Advance payment of Income-Tax 1982 
Advance paymeht of lacoine-Tax, 1983 


Rs. 

60,000 

44.000 


Rs. 

5S,00) 
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A4Justmenti 

(i) No effect b«e been given for tlw income*tax assesiment of 1982 com¬ 
pleted during the year reaulting in a grou tax demand of Ra. 62 000. 

(ii> Provifioo for income-tax ia to be made for Ra. 68»000 for 1983- Show 
the relevant extract in the Final Accounta. 

Soiotloa : 

BETA LTD. 

Profit and Loaa Aeeoant for the year 

Ra. 

To Provision for Taxation 68,000 


To provision for Income-tax (1982) 7,000 

(Extraeta Balaace l^eet of Beta Ltd. 

Ra. 

Current Liabilities ft Provision : 

Current Liabilities 

Liabilities for Taxation (1982) 2,000 

Provisions: 

Provision for Taxation (1983) 68,000 

Prqfit and Loss Appropriation Account : Proposed Dividends should be in 
proportion to the amount paid upon shares. If part of the amount has been called 
up during the years, dividend on that part should be for only that part of the 
year. This will equally apply to calls in arrear. The articles of company may 
specifically provide that when calls are in arrear, no dividend shall be paid. This 
should be taken note of in transferring the amount to “Proposed Dividend 
Account". 

Some companies follow the practice of debiting 'General Reserve’ by the 
amount of the dividend when declared, transferring the entire profit to General 
Reserve first.* 

Ascertaining profit for managerial remuneration : Section 349 lays down how 
the net profit of the company will be ascertained for the pur^se of the calcula¬ 
tion of remuneration to directors, managers or managing directors. It corres¬ 
ponds more or less to the accepted ideas of calculating net profit of a concern. 
The following credits or incomes in addition to the gross profit should be taken 
into account: 

Bounties and subsidies received from any Government, or any public 
authority constituted or authorised in this behalf, by the goveruni<‘nt 
unless and except in so fat as the Central Government othurwise 
directs. 

The following “incomes’’ or credits should not be taken into account: - 
(a) premium on shares or debentures issued or sold by the company ; 

, (b) profits on sale by the company of forfeited share ; 

(c) profits of a capital nature including profit from the sale of the 
undertaking or any of the undertakings of the company, or any 
part thereof: and 


* Preferable accounting practice in to show Proposed Dividend as a 
provision. 


ending 31st Dec. 1983 


/i 

Rs. 


By Net Profit — 
ns on 31st Dee. 1983} 


Current Assets and 
Loans and Advance: 
Tax paid in advance 
(1983) 


Rs. 


44,000 



(d) Prollti from the lak of any Iminoveble property or fiwd asseu of 

* caidt^ nature oooipriied in the nndertdcing or any of the under* 
tartw M of the company, nntesa the busineM of the company conaiits, 
whether wholly or partly, of buying and selling such property or 
assets. 

But where the amount for whidi any fixed assets is sold exceeds its written 
down value (calculated according to Section 350) credit should be Siyen for 
such of tho czcosi u it not htghor thnn the difforenoo between the original cost 
of that fixed asset and is written down value. Suppose a machine purchas^ for 
Rs. 30,000, written down to Rs. 18.000 by writing off depreciation, is sold W 
Rs. 35,000. The managerial personnel are entitled to commission on Rs 12,000 
/«. excluding the profit over and above the original cost. 

From the incomes of the company, the following have to be deducted : — 

(a) all the usual working charges; 

(b) director’s remuneration ; 

(c) bonus or commission paid or payable, to any member of the company’s 
staff, or any engioeer. technician or person employed or engaged by lAe 
company whether on a whole time or en a part time basis ; 

<d) any tax notified by the Central Government as being in the nature of a 
tax on excess or abnormal profit; 

(e) any tax on business profit imposed for special reasons or in special 
circumstances notified b^y the Central Government in this behalf ; 

(f) interest on debentures issued by the company; 

(g) interest on mortgages executed Iqr the company and on loans on advances 
secured by a charge on its fixed or floating assets ; 

(b) interest on unsecured loans and adrances; 

(i) expenses on repairs, whether to immovable property or to movable 
property, proviiM the repairs are not of a capital nature ; 

(j) outgoings, inclusive of contributions made under clause (e) of sub* 
section (1) of Section 293. This relates to donations to charitable fhnds; 

(k) depreciation calculated according to Section 350. Under Section 350 the 
depredation (for the purpose of calculating commission to managerial 
personnel) is to be calcdatM according to the rates given by the Income 
tax Act. The rates have to be applied to the written down values of 
the assets at the end ef the financial year. Depreciation includes only 
normal depreciation including extra and multiple shift allowance but 
excluding any spedal, initial or other depredation or any development 
rebate. 

If an asset is sold, discarded, demolished or destroyed before it is com¬ 
pletely written off, the excess of the written down value over its sale 
pcoce^ or its scrap value has to be written off in the finandal year in 
which the assets is sold, disquded, demolished or destroyed. 



(1) the excess of exhenditure over incoim whicA arises in compotin j tlie set 
profit in accordance with this stetibh is^iny year (after the commesce* 
ment of the Act) insofar as Its excess has not been deducted in any sob- 
sequent year preceding the year in respect of which the net profit have to 
be ascertained; ' 

(in) any compensation ox damage to be paid in by virtue of any legal 
liability including a liability arising^from a breach of contract ; 

(n) any som paid by way of insurance against the risk of meeting any 
liability such as is referred to in (m) ; and 

(o) dvbts considered bad and written offer adjusted during the year of 

acv'ount- 

Profit on which remnneration has to be allowed should be ascertained with¬ 
out dcdui;iing the following :— 

(a) income-tax and super tax payable by the company under the Income-tax 
Act or any other tax on the income of the company not covered by (d) 
and (e) above; 

(b) any compensation, damages or payment made volnntarily, that is to say. 
othetwUe than by virtue of a liability such as is referred to in (m) 
above; and 

(c) loss of a capital nature including lots on sale of the undertaking or any 
of the undertakings of the company or of any part thereof not including 
in any excess of written down value over its sales proceeds of scrap 
value of any asset sold. (This excess has to be written off to the Profit 
and Loss A/c.) 

It should be noted that the Profit and Loss Accoont should have a statement 
ittached showing how profit has been ascertained for the purpose of commission 
iue to directors, managing director or manager. 


Managerial Remoneration : Maximum limits : 

(i) Overall (excluding fee for attending meetings) 

11 % 

of the net profit 

(ii) If there is oue managing director 

5% 

** 

(iii) If there are more ‘ban. one managing directors 
(for all) 

10 % 

t» 

(iv) Remuneration of part time directors; 

If there is no managing or whole time 
director 

3% 

If 

If there is one or more managing or whole time 
director 

1 % 

99 

(v) Remuneration to a manager 

5% 

99 

In case of inadequacy of the profit 

up to Rs. 50,000 with 

- 

die sanction of the 


< Central Government 

The Company Law Board has recently revised Its guidelines on the salaries 
nd prequisites allowable to managing directors, wjiole time directors, port tlnie 
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paid diieoton and manager in pablic limited companies or private limited com¬ 
panies idiich are subsidiaries of public limited companies. Hie ceilings do not 
apply to expatriates and persons possessing high or rare skills since their cates 
will oe decided on merits. 




REVISED GUIDELINES ON MANAGERIAL REMUNERATION ISSUED 
BY THE GOVERNMENT IN AUGUST 1983 W.E.F. 1-4-83 

/ 

1. The ceiling on remuneration payable to managingfwhole-time directors/ 
managers from one or more companies shall be as follows: 

I. Salary aad other fixed allowanees: Rs. 90,000 per annum i.e. Rs. 7,300 
per month including dearness and all other allowances. 

II. Commlsdoa on net profits: (a) Not more than one per cent of the net 
profits subject to a ceiling of 30 per cent of the approved salary or Rs. 45,000 per 
annum, whichever is less. 


(b) Where a company proposes to pay remuneration in the form of com¬ 
mission on net profits alone such commission shall be subject to a maximum limit 
of Rs. 1.33 lakhs p a. 

(Bonus will be treated as a part of commission for this purpose). 

III. Perquisites : For persons drawing remuneration under clauses I & II 
(a), perquisites will be allowed in addition to salary and/or commission restricted 
to an amount equal to the annual salary or Rs. 43,000 p.a. whichever is less. For 
this purpose, perquisites may be classified into 3 categories. Parts A, B &C. 


PART A 

This will comprise house rent allowance, leave travel concession, medical 
reimbursement, fee on clubs, and personal accident insurance. These may be 
provided for as under: 

(i) Honsiag: The expenditure by companies on hiring unfurnished acerm- 
modation for their managerial personnel, will be subject to the following 
ceilings: 

(a) Bombay : 33 per cent of salary, over and above 10 per cent payable by 
the managerial personnel themselves. 

(b) D^lhl, Calcutta, Madras, Hyderabad & Bangalore : 30 per cent of salary, 
over and above 10 per cent payable by managerial personnel themselves. 

) (c) Other places : 23 per cent of salary, over and above 10 per cent pay¬ 
able by managerial personnel themselves. 

The expenditure incurred by companies on gas, electricity, water and 
furnishings will be valued as per the Income-tax Rules. 1962. This will, 
however, be subject to a ceiling of 10 per cent of salary of the manage¬ 
rial personnel. 

(ii) Medical reimbursement ' Expenses incurred for self and family subject 
to a ceiling of one month’s salary per year or 3 months salary in a period of 3 
years. 

(iii) Leave Travel Concession : For self and family once in a year incurre d 
in accordance vrith the rules of the company. 
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(iv) QMb foct ; Feel of dubi lubject to a mwimBin of two dalw, admif- 
■ion and life memberihip feet not being allowed. 

(iv) Peneanl Aeeideiit Inmranee : Preminin not to exceed Rt. l.OOO pft 
aannm. 

PAST B 

Contribution to provident ftmd, raperannoation ftod, uBnitp ^ 

considered or included for the computation of ceiling on perqniiilee to the exten 
these either singly or put together are not taxable nnder the Income Ta ^Ao ^tw 
present, this is limited to 25% of the salary under the Income-tax Act), waraiv 
payable should not exceed one half month’s salary for each completed year or 
service, subject to a ceiling of Rs. 75,000. 

PART C 

Provision of car for use on company’s 
will not be considered as perquisites. Periond long distance ***** ^ . 

and use of car for private purposes shall be billed by the company to the 
dual managerial personnel concerned. 

2. For persons drawing remuneration by way of commission only. 
Perquisites will be limited to an overall 

dranm or Rs. 30,000 per annum whichever is lower subject to the following 
restrictions: , « « j 

(a) Company iball not incur any expenditure towards Provident Fund, 
Pension or Gratuity. 

(b) Medical reimbursement not exceeding Rs. 7.500 per annum or Rs. 22,500 
in a period of 3 years. 

(c) Leave Travel Ceuceaslou; For self and family once in a year in accord¬ 
ance with tite rules of the company. 

Notes: Family means for the purpose of LTC * 

husband residing with incumbent, legitimate children and step cWdren residing 

with and wholly dependent upon the incumbent and paiwU, sisters and minor 
brothers residiog with and wholly dependent on the incumbent. 

3. AH applications received on or after the 1st April 1983 will bt 

in accordance vriih these revised guidelines received wrior to 1st 

• • _W_at_._ /mrvl 


uidelincs. Applications received prior to 1st 
April. 1983 and pending on that date (snljert to fte conapany’s usual consent) 


will be considered, for fixing remuneration for the 
accordance with the guidelines iuned in this Imbalf M 

4.11 1979 and for fixing remuneration for the period subsequent to 31-3-83 m 
accordance with ttoe guiihdines. 

[Generally : (a) Ascertain the **«®«“* ®f P'®®* 
financial books • (b) add back depreciation as per financial books , (c) deduct 

iVlicSme u. »iS3TSn W 

on profit figures calculated after step (c). 




- 


>4 * 

e*|«nlM«i'0»ite tmnbi 
KBoa^^ of ^ oMiiioferid nnumeratlon «ao Uw 

<-1 

^^«0p|Wt of dqxoelatloa <bowiL]ii Uw piibVilwd profit and Ion acoount 
ftfio th tfi^MO M per flaancial booki and aot ae c ee te rily that allowable for 
) ifi(t(POtoe» 



Rf. 


Met profit belbre provlaion for taxation it maaaferial 
ramraeration but after depreciatiob 

Oaioedatka at per booka 
'^Vipntiatioa allowable for taxatioii 
FfOrision for r^air^ charged in aeconnta 
Rate of manageriid remaneration : S% of net jwoflt 
Aaoertain managerial reomaeration for the information givMi above. 


1.73,682 

51.S00 

65.000 

2,000 


Rs. 

Net profit before provlaion for taxation ft managerial 1,73,682 

remoneratlon and after depreciation (Ra. 51,500) 

Add: Depreciationaafinancialbooka 51,500 

Provlaion for repaira 2,000 


2,27,182 

LetM Depredation ea per Income tax Rnlea 65,000 


1,62,182 

Managerial Remuneration ® 5% , 8,109 


in 


At timea more than one <dBcial of a company may have to be remnnerated 
the. form of a oomffliiaioa on proflta or it may be agreed that an official will 
he paid comndttion on the balance of profita after a provlaion for taaeapaydde 
the company had brnn made. In tim first case, the amount payable to one 
bfiWal will be dependent <m that payaMe to tile other and, in the aeotmd, qn 
the amount of proviaiOh 'eoasideted necessary for payment taxes, la either 
case, the amount will ha'^ to be calculated with tiw aid au algebraical 
equation, 'nte metiiod of oomputation of tba amount of cemmiision in euA cases 
is explained and lltaetf^ at page 796 oftbetextbookbyShiddaftChewat. 
8^q4psi> *** advised td work throuih the iUoatration to learn this piethod. 



■n : AB. Ltd. has aa aothdUead tiiara c^^talof Rs. 3QyOO,O0O 
lOQjDOO 6% 'epinidative inefmunoe share of Ra. 10 eadi and ZflOfiOO 
orRa.l9eMlb 
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l>f. 

Itk 

<% Pf eiteencci Skates of Be. 10 ea^ ftilly paid 
j^aity Skares of 10 eadi ftiUy called of 
Share Pramiom 
Oaieral Reserve 
Soepenn Aoooimt 

in arrear (Re. 2 per sliare) 4,000 

8% Mortgaae Debentmei, isnied on 
lit July. 1972. with intereet payable oa 


30th S^tember and 31it Ma^ 

Bank Overdraft 
Creditore 

Interim Dividend 40,000 

Preference Dividend 30,000 

Ooadwiil, patents A trade marks 50,000 

Land A BnUding 13,45i000 

Plant A Machinery 7,24,300 

Depreciation on Land A Bnilding 
Ospreciaticm on Plant A Machinery 
Trade Investimnts, at oost 1,93,000 

Quoted Investments, at cost 2,08,000 

Work*in>pro|ress 1,91,400 

Stock (exdasive of work in ptofress) 

1st July, 1977 6,74,200 

Debtors 8,70,600 

CaA in hand 11,200 

Prellminaiy Expenses 7,500 

Discount on Debentures 16,000 

Provision for doubtful debts 


Profit and Lots Accennt on li>t July 1977 
Provision for taxation, for the year ending 
30th June, 1977 


Debenture intereet 42,000 

Sales less returns 

Overhead Bxpeaditnre (50% works) 15,06,500 

Direct material purchased 18414,100 

Advertidag 64,000 

Bank Interest 13,300 

Directors’ Fee 4.000 

Direct Labour 7,11,900 

Loan to Employees 374100 

Income from Irade Inveetments 
Inooms from quoted luvestments 




.SfiO’SS? 


194100 ^ 


7,00.000 

1,82.000 

2.61,900 


55,060 

3.12.400 


4,700 

L35.000 

1.72,000 

47,56.000 


21.300 

17.300 


86,36,900 



tlw pA^fMou lum to tw 

1. (*9 fjspndttira: Load Jb tefldiof 9.000 

Plaat ud Mottmwy 02300 

CBat the aaioaat aader the Iacom»>tax Act would 
he xeepectiv^ Ri. 7,S00 ud Re. 50,000) 

<b) Direction* Fee 4, 00 

(c) Additicmal ptoviiion for donbtfU <M>ts 2,. 00 

<d) PottiUe loM on a contract not 9et invoiced 

(woTk-in-progrea«) 13.700 

(e) Debratnre intemt for 3 monthi 

(f) Proviiioo of Taution for the year @ 50% of profit 

(g) Advertidns expeuea 2,000 

(h) Auditor's remuneration 1,050 


2. Stocks on 30th June, 1978. was valued at Rs. 2,25,000. ' 

3. Work-in«protresi on 30tb June, 1978, stood at Rs 17.48,700 against 
which progress claims of Rs. 11,20.000 had been invoiced to customers 
and indndu in the sales figures. 

4. On 30th Jone, *78. the company's Land wd Boiidtng was professionally 
valned to be appredated by Rs. 5,75,000 (the new value to be brought 
into acoout.) 

5. Taxation Liability for the year uded 30th June, 1977, had been agreed 
at Rs. 1,63.000. 

6. Preliminary Expenses ft Discount on Debentures to be written off 
against profits. 

7. Overhead expenditure indudes remuneration of Managing Director 
(there is no {wovidon in the agreement for a minimum amount), 
Rs. 27,000. 

8. The directors recommud a final dividend of 9% on the equity shares 
ud propose to trusfer Rs. 1,00,(XX) Oueral Rescue. 

9. Cental Expuditure oommltmuts on 30th June, 1978, amounted to 
Rs. 46,300 of which firm contract have been placed for Rs 30,000. 

lOt. The market value of Quoted Investments on 30th June, 1978, was 
Re. Z17,SOO. 

tl. The Suspense Acoout represud the proceed ofthe re>is8iieof 2,000 
shares tuhieqiiwit to forfdtiiie~-eo mtries were passed on the forfeiture. 
You are required to isepaie : 

(i) Ifaumfacturing ud Profit ft Loss Account; ud (ii) Baluce Sheet 
in tbs prescribed f<mm. 



MuitfaailPiwI^ 

year CMiM SMl ^PMk W»® 


* 

r 

fl 


7o opmiag bilcooe of work* 

itti^romw 1,99,400 

,. Oleeet Materia! 

„ Direct t«boor 7,1J,900 

f. Depredation on Platrt 

and Maduotf y 62»300 

„ Overltead Worki Expeoaes 7,53,2)0 


By OoaiBg BalaiKe of 
work«u>- p t o fCB aa 
„ B.ftL.^tMoaaA-'eoalfof 
good# produced 


Is. 


6,21700 




29,*M90 


*7 


b V wMM 


36,20,650 


,36,20^650 


To Opaaing Stock 6,74,200 

,, Manufacturing A/c 
H Coat of goods produced 29,91,950 

•. Overhead expeneea 7,86,250 

„ Directori* Fee 6.000 

„ Debeature Interest 56,000 

„ Advertisiog 66,600 

„ Bank Intere<4 13,300 

„ Depreciation on Land 

ft Building 9,000 

M Provision for Doubtful Debts 2,100 

„ Auditor's Remuneration 1,650 

„ Provision for on oontraot 

loss 13,700 

n Remuneration to Managing 

Director 23,227 

„ Discount on Debentures 16,000 

„ Preliminary Bmoses 7,500 

„ Provisioo for Taxation 2,20,661 

„ Profit for the year c/d 1,89,362 


50,19,500 


By Sales less returns 47,K 000 

„ Closing Stock 2,25,000 

„ Income from laveattnent 
H Trade 21,^ 

Quoted 47,300 

38,500 


50,19,50^ 


To Pref> Dividend 30,000 

„ Interim Diddend 40,000 

„ Final Dividend, Proposed 90,010 

„ Oeueril Reserve, trinfer 1,001,000 

„ Balance c/d 73462 

7si362 


By Balance as per last year 
Profit for ue year b/d 
„ Over proddosoftMEgtiicm 
iatfaepreTiopi’jear 


1.95400 

149.962 

9400 


1 ^ 


' 34J4tf3 
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Ri. Assets Rf. 

CtoiMd~*‘Aiifliorifed : Btxsd Assets 

Frt fe iemie SOum Ooodnill A Patinti 

R«. 10 Meli 10.00.000 PtteboU Land A 


Rs. 

S0.000 


2/)0,000BM Shares of 
Ri. lOaatA 

iMMdRfBlisoribed: 

6% Fraftnoce diares of 
Re. liO wudi fWy paid 
Bqidty stums of Rs. 10 eadi 
fallypaid 


Mssenes ASurphu 

Capital Reserve 
on Revaloation 5.7S.000 

Profit on re^issoe 
.of shares 15.000 


Bnildins it eost 13.4S.000 
20,00.000 AddAppcedation 5,75.000 

19.20,000 

5.00,000 Less Depreciation 64.000 
10,00,000 Plabt A Machinery 


18.56,000 


at cost 
Less Depredation 


5,90,000 


7,24.500 
3,74,700 

- ' 3,49,800 

Investmsnts : 

Trade Investments at cost 1,93,600 

Quoted investments (Market 
valued Ra. 2,17,500 2,08,000 


Share Premium 
Oueral Reserve 4,00,000 
Added dorina the 
year (Proposed) 1,00,000 

' ' S' 

Profit and Loss Account 
Sseursd Loans 
8% Debentures 
Bank Overdraft 
Utiseeursd Loans 
Currant UabUltles A Provisions 
A. Current Liabilities: 

Sundry Creditors 
Liabilities for Taxation 
Outstanding Expenses 
Debenture Interest accrued 
Provisions 
Proposed Dividend 
Provision for Taxation 
CAsAnfent LUAilitles : 
Oemmitment tot capital 
expenditure: Rs. 46,500 


Currant Assets and Loans 
1,00,000 A Advances 

(A) Work in progress 6,28,700 

Less provision 13,700 6,15,000 


5,00,000 - 

Finished Stock 2,25,000 

73,362 Debtors 8,70,600 

Less Provision for Bad 

Debts 6,800 8,63,800 


7,00,000 
1,82,000 

Nil Cash in hand 
(B) Advances : 

Loan to Employees 
2,61,900 Amount Recoverable from 
1,63,000 Managing Director 
8,250 
14,000 

90.000 

2.20.661 


11,200 

27,000 

3,773 


44,03473 


44,03,173 



^ote M Mnmeital BmiwiiMmi i 

Profit before tu end nuuuferial tempoeratioo: Re. 

Profit as per Profit k. Loss A/c before tax 4,10^23 

Add Maaegerial Remimeration 23(^1* 

Dcpre^tion as per P. A L. A/c 71.300 
Less 8S per Income Tax rules 63.300 7.100 


Ditcooot on Debeotnres ft Prelimiaary Expense off 23.300 


Managerial Remuneration @ i% thereof 234^ 


4.41.323 

Note : Provisions for taxation is 50% of Rs. 4.41,323, profit after remnneratlon 
to foanaging director. Bee almve. 

lllostratloo : Given below is the *^1x1 Balance (ronnded off to rnpees 
thousands) of Bharat Implements Limited at at the end of tbeir flnarcial year 
1982 83 and additional information to be considered while preparing the final 
accounts which you are required to do in proper form 

Trial Babmee as on 31 at Match. 1983 


Stocks (1-4-1982) 

Dr. 

Cr. 

Raw materials and stores 

50,020 


Work-in-process 

20,080 


Finished goods 

99,900 


Purchases 

4,48.400 


Sales 

29,710 

6,69,700 

Salaries and wages 


Other expenses 

l,i7,640 

2,880 

Other iuconte 

3.550 

Depreciation 


Fixed Assets at Cost 

63,870 


Investments 

190 


Interest accrued 

25 


Sundry debtors 

59,000 


Cash at Bank 

320 


Loans and advances 

580 

20,0(30 

Share capital 


Development Rebate Reserve 


2,340 

Investment Allowance Reserve 


4,250 

General Reserve 


25,800 

Secured Loans 


13,480 

Fixed Deposits 


IftOOO 

Depreciation Reserve 


28,000 

Provision for doubtfhl debts 


60 

Sundry creditors 

_ 

1,10,775 


8,93,285 

8,9333 



AiUtitiiti Ji^bfmaHon 

(1) Stocks It tke end of 31it March 1983:— 

Ri. 

Raw matariala and stores 30.010 thousand 

Work*ln*prooess 23,040 thousind 

Fiidslied foods 75,950 thousand 

(2) Dcinedation allowaUe onder loeeme-tax Rules for the year Rs. 4,250 
thousands. 

(3) Market value of investments Rs. 150 thousands. 

(4) Sundry debtors include Rs. 121 thousands due for mote than six months 
out of whidi provision has been made for donbtfbl debts at Rs. 45 
thousands during the year. 

(5) Included in other expenses are 

(i) Fees to auditors Rs. dS thousands out of which Rs IS thousands 
are in other capacities. 

(ii) Interest on fixed loans Rs. 620 thousands and other interest 
Rs. 1,000 thousands. < 

(d) Rs. 340 thousands are to be re*transferred from Development Rebate 
Reserve. A/c. 

(7) Income-tax is to be provided at 6ro% of taxable income. 

(8) Provision is to be made for Managing Director’s remuneration at 5% 
of the net profits as provided under law, snh^ to a nuximum of 
Rs. 120 thousands per annum. 

(9) Balance of profit is to be transferred to General Reserve after providing 
for dividend at 2i% on capital. 

(10) The authorised capital of the company is 20 lakhs equity shares of 
Rs. 10 each. 

AMwer : 

BHARAT IMPLEMENTS LTD. 

Profit & Loss Account for tte year euilag Slat March, 1983 

Rs, in thousands 
By Sales 66,97,00 

„ Other Income 28,80 

„ Closing stock 
Work-in> 

prtmress 2,50.40 

riniuted goods 7,59,50 10.09,90 


Rs, in thousands 

To Omening Stock 

-i. Work-in-progreu 2,00,80 

) FinUhed goods 9,99,00 11.99,80 

M Raw materials ft 
stores consumed: 

(^^hif stock 5,00,20 
Add Piimases 44,84,00 


Leif: Closing 
Stock 


49,84,20 
3,00,10 46,84,10 



H Sala.’iee ft Wajes 

^97,10 



„ Payment to anditors 




Audit fim 

50 



Other Capacity 

IS 63 



Interest: 




OnPixed loans 

6,20 



Others 

1030 16,20 



H Other Expenses 

1139.10 



„ Depredation 

35.50 



M Provision for Ooobtftii Debts 45 



„ Managing Director 




Reamneration 

i.to 



H Profit for the year 

3.41.60 



before tax 





77.35,70 


77,35,70 

To Provision for tax* 

' 2,04,38 

By Profit for the yearb/d 

3,41,60 

„ Proposed Dividend 

50,00 

„ Transfer from Develop* 


Oeoeral Reserve (trantfer) 90,89 

ment Rebate Reserve 

3.40** 


1 - 


■■■ 


3,45,00 


8,45,000 


CalcsIatloB Maaagl^ DIncttr*t KraincntiM 


Pt«fit for the year before Mtaaginf Director*e 

Remuiieratioa ft Provtaico for taxation 9,4230 

Adi ; Depreciation Purged in Profit ft Loaa A/c. 39,90 

3,78,30 

heu : l>epreciation as per Income Tax roles 4230 

"'mio 

Add ! Provision for Doubtful Debts flo 

3 ( 36.29 

9% of above Restricted to 16,81 

Restricted to 130 


* May be sboib above the line. 

** Mi^ be directly credited to General Reserve, 



W oryrotiri>«<lM^ ^ 

or depf^m 


) V 


' iUOyif ci fSiim 


S»36,25 

1,20 

3.3S6S 

2t04,S8 


BHARAT IMPLEMENTS LTD. 

BriwWiShiM wt31MM»B8. 19S3 


Jtf, fit th^ufiud 

Shan Capital 
AnthoriiM 

20.00^000 Equity Shtrei 

of Ra 100 each iiiaed 

and inbscribed 2,00,00 


Ra. in thousand 

nzai Ataela 
At cost ai per latt 
Balance Sheet 6,38,70 
Leas : Depredation , 
written off for date 2,80,00 3,58,70 


20,00,000 Equity Sharea 
of Ri. 10 each fully paid 2,00,000 
Ov'neral Reaerve 
At per laat Balance 
Sheet 2,58,00 

Add from Profit 

ft Lose A/c 90,62 3,48.62 

Development Rebate 
Reaerve : 

Aa per Laat Balance 
Sheet 23,40 

Less: Transfer to 

Profit ft Loss 3,40 20,00 


Imestmenta at coat 
(marttet value 150) 1,90 

Currant Assets, Loans 
AAdnmeea 
A. Current Aaaets 
Raw materials ft 
Stc^ 3,00,10 

Worfc in ptrofresa 2,50,40 

Finished foods 7,59,50 13,10.00 

Debtors 

Mon than 6 months 
Old 1,21 

Other debts 5,88,79 


Investment Allowance 
Reserve 
Secured Loan 
Unsecured Loan 
9sit 


42,90 

1,34,80 


Fixed Deposit 1,60,00 

(j^rent LiatnlMeS ft 
Vreyisbrna 

Sundry Creditors 11,07,75 
Mantflnf Directro’a 
Eemuneraticn , 1,^ 

Pi^nrlsioni^ 

taxation 2,04,38 

Propoaed Dividend 90,00 18,63,33 




Leu Provision 

Cash ft Bank 
Interest accrued 
Loans ft Advances 


. I 
1 1 
» * 

% .V r 


i 


5,90,000 

60 


5,89,40 

3,20 

25 

5,80 


22,69,29 
a— —— 





1. X Ltd. ifited to tala otcrc^'Sij^ Itii ^jAi^'oe lk t i 

oritfOdoai to be oMd for pnmeit to Um trader*! cvedhoft. Attaerad 
4lie tlx mootbi* period, the ctadfteri stood it Re 5,500; tbegr bid attoved t 
v4UMQitat of 2% on tbe aterife. CX tbe dabton, u imottot r R|. 800 pton^ i 
to W bad; tteiteri^ disootint ittoivedwaa5%. Wbatiiritel^la^of tbi'^ 
debtors? ^ **< - * tr>J .1 , ^ j (Jti. 23^2ii 

2. State which ofthe nad aitnbn rio ae d na iWa el i af a comot t 

0 ) PreUnUnary Expenses are the of an u^siues of reteaM 

nature ineorred baibra prddoctiQn eomnenoss. 

(ii) Prelimiaary Bi|Maies are not raasidered at aB for paip eee s of iacraae- 
tax. 


(iii) Pre^oorporation profit beloafi to the veadors of the bosinees. 

(iv) For asoerUieiag pro post4ao9rporetion pfeflta^ flail a^ profit 
it ai^ottioBed over the two imlodi on the bins of time. 

(v) Equity duires received firom tbe purchaaiaf oon^any ahoeld bo divided 
amoam-lbe vendor* c4 Ole baris of the ptoflt aariaf ratio. 

(vi) Inoone-tax anthoritiea now peenilt amortiaatidli of naderwritini 
ooimnlaaicn, preUmioaiy expenses, etc. 

(vi!) For asoBCtahdiit profits for mansferial remoaerttlea, depreriatien as 
per laoome tax Rales has to be coaaidered. 


(vlK) A ooagpaay ihnit provide for depredation on fixed assets only aocord- 
tag to tna Inoome*t*x Rules. 

(ix) The Statutory Report must eoataiatho'balance sheet ofthe company 
as Ml the date <XtiM Rqmrt. 


(x) It is necessary to draw up the Profit and Loss Appropriation Aooount 
separately though the Trailing and the Prefit and Lota Account may be 
combined. {only (v, W) A (v/l) ore eonut) 


3 A company showad a profit of R),50.b00 after debiting Ra.Slfti 
depredation tad crediting Ra. U,0U0 profit on sale of husd. Tbatooo 
Rdes pmnlt depredation ot Rs. d,40.000. What will be the oommlision _ 
to the maaagiag director and Income-tax 9 55% ? (JRi. PS.PdO pad 9^92,7^ 


iiftaqofof 


4. Which of the fbllowlngcipeaaM are debited ih the Profit A Lose Aeponat 
for rile purpose of csleulatlag maai^al remunerg^oa of e pnbUe onapMy ? 

(1) Compensation piid to a former dUsetorrM « 

00 Volqntary compensarion paid toAibnfiermanaier. 

(W) Trniifir to re|^ reserve Rs.kplw U excess of setaal cxpeaditsn. 



m 


^ D(dk|fMr«f 
jlikginw^iiioii^ 

(vilO •! ]p«f 

(b) DifiMl*t»' fttibr tUMtiaf BwuJ Bbetinii. 

(s) DebeatiHM laterett. 

Od) PlqrtfMit to Mditor far odMt tmteet. 

(lii) Lou 0 ^ u](f» offlisd MtMk 

(liiO Legal eitmaH rtogardltti'bfoteeHon of trade marki. 

(0. (Wtt). <bc), (X), Od). m, Xactff). 

S. Which of the following inoomea shall be credited to the Profit and Lou 
Aoeoimt for patpoM of calcaladng Danhgerial remuneration ? 

(i) Profit on sale of an auet coat Rs. 10.000, w.d.v. Rs. 8,SCO sale proceeds 
Rs. 10.20U. 

(iO Transfer from Developmaot Rebate Reserve to free reserve. 

(iii) Increase hi net profit as a malt r^diaage in the basis of valnation of 
closing stodc from direct cost to total cost basis, closing stock being 
more than opening stodc. 

(iv) Amount^ received w Sham Pteminm. 

(v) Profit on revaloatiott of ffited assets. 

' (vi) Profit on caaosHation of debtowrat. 

(vii) Profit on reduction in deferred liability for payment to a fdreign 
exporter of machinery oonaequeot os devaloation of foreign i.arrency. 

(vili) Profit on sale of import entltlunent ticeaeea. 

(ix) l^ansfbr fee. 

iT (z) Income from lav eatm en t a. 

(0 Rs. i.soa, (.m, (wa), «*), (a). 

DlvMMe Ptoflt: One of the important fhactions of company acoonntiiu is to 
determine the amount of profits which is available for aistribotion. This it 
necessary since the amount o« profits disdosed by the Profit ft Loss Aceoant, in 
every cau, is not avallaUe for diitribiiUoa. 

Tha avafiablilty of profits foi dhtrlbotion depends on a nnalier of factor*, 
fjwdiaireamposiuoa, foe aaaotmt of provisions and appropdasiont fovt " 
be made oot or then In priority, ate. 



DIrUenJg eaauH be dfdared 

Kssn? r, ssjiii,*}3"ass^‘'<m^ 

which the profll^iwr»«in!^ hotibai^tiv.aimtSteftlMMiiilKA «r 
yeattf CelcidhtM is the tnanoer preecrihed a rotHtection 09 of^S^qn (m 
beiM). The bhbutce of ttodietribUhd pmm tf«ty#r% f*wwed tlie 

Muoe hu been arrived at in a like noatt^, a « a |^h ^ for, 4^etqji^» IjW A. 
tnonqr provided by the Central or' State dovemaoeot for'any pajhaBenl ot 
dividend In pormanee of a f^anuMe fieen by theOoiiwtiaeiit, idio is availaue 
for diitribution at a dividend. 

Capital camot be returned toUee $hereMdMhp¥f«p of dhUM} Under 
the Companiea Act it it not obligatory for p compMar to maiiitain itt capital 
intact. Bat the Act hat prescribed the proMdote nw redoctioh of capital. It 
must be followed in eaeigr, ^lo if thagitidrpp oi^tal it to he tednced. Th^efore. 
no part of the capital can be p'tid.nnl^ tlvtre it profit. Bat, interest may be 
paid nnder Section 208. 

Prorliion far DeprtelaUon : Section 205 (2) provMet font depreciatioo must 
be provided either— 

(a) to the extent specified in Section 350; 

(b) eqnal to an amount arrived at tqr divftSng 95% of the ceetof the asset 
by the number of yean at tboendl of whidi the ataet would cease to be 
serviceable; or 

(c) on any other basis approved by the Central Qovemmrat by which 95% 
of the cost of each depreciate assets wiH be written ofiPon thi expiry of 
its serviceable life; or on such basis at may be approved by the ^tral 
Government, by a general Of special order, in resp^ of an asset for 
which no rate of depreciation Im been laid dowta hy the Inoome*tax Act 
or Rules made thereunder. 

Section 350 provides that dcsredation ahoald be written off at the rates 
specified for different assets by |Iw I^me-tu Act at^d the Rolee madp there' 
under that for the time bdbg -are in fone. rrovision is required only for the 
normal depreciation (including extra and multiple ihift aBowance) and not for 
any Initial or other depnciation or any devdopment rcimte. Fnrthcri when 
asseta lold diacarded. demolished or deit^om In lay fo^ndd year, the excess 
of the written down value over ita sale proeeeaa as scrap, if any slioiild be written 
off in the same financial year. Apy e^^ of sflp proc^ ovar the written down, 
value is pre^ and mqr be orraNed to the nqflt and Loss Account Bqt the 
excess, over the original cost'll ^pttU profit. 


Section 350 contemplates that depreciation on assets shall be cmnpnted whb 
reference to Ae written down T^ncqfthn^ietgga elm by the books of the 



It to bit wjrtttea off Of provided 

Jf‘i]M49ak!^ Wt to be deolairod; A compioji 00 $ imviile for depredatioa if 
it 4oe« Oiot wtnt to ikdtre dhri^dt. Iniwih Aauw,tlieftettlult depndotiott 
liifi)otbeeo<|>roiddedflwof writteni^ttofetfaef wttbtbeqoABtnmoftneafi of 
dtpredoUon [c(^0|Mito4'«« mm be Mated ia the Profit and 

iMi Aoeooat. 

, If pfovkfoo for depredatiofl is oiM amde by ukaoi of a depreoiatioo durje 
hotby aofiie other OMthod. the method adopted wooldbe diidoeed. 

N.B. For ptopoeea of ijicortai^l profit on which commieiion ia to be paid 
to maoafKial pereosoeL denmmHOii OKordiDi to SeMioo 3^ it to be 
oenaidered. 


Loss suffered hi the 
haa iaeoned aoy Ion 
Se^on 203 preacribea 




whi^ia 


>»n >^ 


I• ■ M Tr 


tbedividend ia p r ppoaed to be declared or paid. Ihus, the louea Buffered ia the 
pact or at least toe amouot of depredatioa oq qaaeta comprlNd therein, mnat firat 

M flaadagood out oq the profits of a year before any part thereof it diatribnted 

at a dieideadt lUa it illnatraiied.bdQqr 

Year euded 31tt December 
(in Rt. lahht) 




1970 

1971 

1972 

Total 

1. 

Dqireciadon at provided in 





thebooicB 

3 

2 

I 

13 ' 

2. 

Depredation chargeable tnuler 
Sedion 203 

13 

10 

8 

31 

3. 

Profit befMe chargiag 
depredation 

-15 

-7 

37 

15 

4. 

Pr<^ after dtarging 
depredatioa at ia <U 

-18 

-9 

29 

2 

5. 

Profit after diargiim 
depredation as in (2) 

-28 

—17 

29 

-W 


Thaqoiohnt available for dividend in 1962 ia Rt. 6,00,000 at ahown bdow} 
A> PaatXoeset UJ 27 

B. ' Deprec^tioa previoaaly provided Cl] 5 

C. Depredation in arrear [2—1I] 

lllTO 10 

'1971 ‘3 

. V ’ 1972 . Nil 18 


£EBAtl»l972 


(^1 pet bookt) 


* 



* ’ * ■" w 

I«if: AffiootitofdtprcditkM tiAMtitB);, < ? 

whidMfer U 1«M <' i 


whidMfer U 1«M <' i 

Ditinbnulito AK>ftt ^ ^ ' $ 

V*‘'ll>iitnouatollU.&0a0D0.mrilwbetjrH^«<ttl^^ * 

Proflti (bt \9lt $«ibn mrgia# ^tcpf^tiftlob) 37 

Lett : Total dep^ttioe for 3 yean «/• 20S 31 

»»i jiiw— 

< « DiitrltmtaUB Profit n,. $ 


, (However. oDetboaUnoteaiet|i^ivtl»aneiidaMHM»rtlie(&w 9 aiiiei^ 
^ 1960 t^e 1(^ poittioa wei acmdint to tbb dacMoatia varioneeateaJa 
ragUad* Thortfore, it «•* not amiMuyeo provide fiMfieptedMioa on fixed 
or paitIoaeifardeeUtini8«^{dead<dmmonte5lBd(iCe. 
itag X. Jtead Bros, Ud). «tilJ BiMplMaMi/to/Mvdttdoerxeore of 

dn^UUoa xod lotiei telating to the finencUd year fidttnt befiiM 2fitli DaMOber. 
Hola ,» 


JXstrlbutbm of Capital Prtfit : Aitf otjj^lttl profit o« any appoedatioa la the 
nlue of fixed aueti in the case of a ct^pany may be diauibated ae dhrideod pro* 
vided (0 the revaluation ofaUtb8ttietidiKloieaararpliia;<if|ttowofithaa 
been realiied in cash; (HI) and the ande of the company periw eaim a diatri* 
botion, Lid>bok v, BritUh Bank cf South Ameritm Ond Fotier v. Tkt Nma TrMdad 
IjBta A^alta Co. Ud.) 


Writing afflastea againtt a^tdl profiu ; It iy pwBltsifab for a eanpaay to 
rehalne iu uieta bat the revaluation nmat be bonoMa nuuuier. Oepaadiof inoo 
tte reanlts dlacioaed by ancb a revaluation, with ^ amtoval t^tbe sw^ltm, 
thp ataeta, wldch may have been over depreciated in fit pad any be written up 
and the aurptiis, if any.readtiag unreforffinUHa^forwritinidowavalnetor 
other assets, ao that the volae of each asset is btonght ckner tolta current vahie 
(4fifmania Soda Co. v. Chambarlain). 


, Whera any expenditure ofacapitalaaloiebubeatdumedtotoveBveti^ 
company can subsequently reimburae an equal aaoniit d^fevennei oitt of oqiitaf. 
Siaiuaily. when losses on caidtal aooonat have been dnrteddfdo MMcsae and 
Ider the value of the capital assets a»te6iates,4hemtnqu)taDrslBascd would be 
a tavanue profit (kUBt v. Swthtrn Rtdlmn^f BumtOf/Aiftt Co.) 

TiMsto to Beserve: The Ofrecttws. taless probibitad ^ the Artides. can 
apprtmlate a part of the i^ofits to tbeocedit of a reserve or imerves. Aporoptia* 
tion ora port of profits is sometlsaas under law. For exsunj^ under the Bawlnt 
JUgdatidi Act. 20% (tftheproAtofahasklOfo^npiwyfi^'firstbetraanhte* 
od to the Oenmral Beserve Mfotelhy dividend ean be diati^^ fillBtiflisly, 
lAhn p»ftt of a ticcnco i^dar m Sedtr^ Atfii lOdtwanii m 




ftoftd laa»TlfmaiMlMvitf|tt<lCo«^IU^^ Tnuwfer 4^» part of i^ilt 

^ ^ «. _l---m.--- *L- -* 

iT ts*j 



iAdi «aiSI tba am fot wpifnit 
in, a apadflad naBaer. Apartfross ae 


rnmyi) 

anrivaa* the anteant ahall mnafai 
froiB appropriaUcMaaforeiBeotioocd, it 
mWi # tutPaenty to provide for kMea and arrears of depreciation and to 
eaeliwe eapuai pcofit, Jia mditlonad earlier* to arrive at the ameont of ditriaihle 
pradta. 


Recent dtanfei fa lair, taldat -eifect on lift Febroary, 1975 now anthoriae 
Ckmnaeseat to compd fonpaidee to transfer a part of their after*faz proflta to 
x e i a r v a > The Ck>vemaieat haa promidf ated the fonowing ruics in this regprd 

(I) No dividend ihafl be declared or paid by a company for any ftoanoinl 
year ovt of the profits of the company for that year arrived at after providka fot 
depreoiafion in ncoordanoe with tbe provWonB of snb section (2) of Section 2PS 
of the Act, except after the transfer to the reserve of the compmy of a percent* 
a|e of its iffofit lot tint year m qted&d below 


0) Where the propoaed dividend exceeds 10 per cent hot does not exceed 
IRS pnr cent of the paidmp capital, the amonat to be transferred to the 
reserve shall not be lest than 2>5 per cent of the current profits. 

0i) Where the proposed dividend exceeds 12.5 per cent hot docs not exceed 
15 per cent of tbe paid np capital, the amount to be transferred to the 
teeerve not be less than 5 per cent of the current profit; 

Oil) Where the proposed dividend exceeds 15 per cent, but does not exceed 
20 per cent of tbe paid np cuital, tbe amount to be transferred to die 
raservea ahall not be less 75 pet cent, of the current profits; and 

<iv) Where the dividend proposed exceeds 20 pet eent of the paid*np cspital 
tbe amount to be transferred to reserve shall not be less duoa wim 
cent of tbe current profits 

(2) Nothing in Role (I) shall be deemed to prohibit the voinntary trans^ 
by a compaiQr of i percentpie higher than 10 per cent of its profits to its reseivei 
for any financial year, so however that: ' 

0) Where a diiddMidiideclared:*-' 

(tO.e minioomdMttQHilloo.Inffi^t for the maintenance of divides^SN^ 
0ar^olders at a rate ^nid to the avenge of tbe rates at whidh di^ 
ends deolaiad by'it over ^ three yeAn immediately praoe4lBijM 
financial year; Or *' 

0)) in a eala ihafds have been issued in tbe financial year In 

vrhichtlwdhmimisdsaiend or in tbe three years immediately preeed* 

. i|. , im this RhmM. jroar* n mhMmnm distribntmn snfficl^ Ibr 0ie main 
,t 0 naaoe of otvldcao to ahaiciKddars nt amonat efaal to^he awafa 


CDMttoKfvmidloriliviM <liclii«d owlto ttN»yiiu<,fa iw i H i l i 
ly pMwduiftit IlniMtalfwikiiMMit ^ 


FroiUW IlMt ift ft €«w »l»BW,thft’nftt m 

20% Of montkutiM ftmsisMtproftt 

jFftftfft UBBMdiftMjf pnpftd^ It fthftUftOt boseomftiytpattach 
mifthBiUD (HMrtbattoii. 

' (ID Where no dividend li'declimd. ibo AmduA 

to iu reietyee fiom thewrrentjroflte'lhftllbelo^<Ij|l»tbe'ft’l«r^ 
aiboiiDt of tbe divMeode to the iherdtoldere decisred by it oMf fbe 
three yean inuMdJfttol|pfe«odbi|^^tidftl year. ^ 

nf itrldnid iftf.ef leawTto; Oovatttbe&t have i^tomtigated 
regarding uti^ation of reaervee for payment of dividend.' Ifa 
feadedtuoy or abaenoa of profit in any year* dividend aaay bede^fd by a 
oDMNiay for that year out of the Momanlated profit eaiped bgr *t in previpus 
* pean and traniferiea by it to the reaerroat at^lect to the oondltion tbap;— 

(0 the rate of the dividend decUred ahaU not exoeid the aVMgdof (he r^ 
at which dividend wai declared^by it in five yOan iumedfhto^ preCedmg 
that year or ten per cent of ita foljd op capita], whichever iaieu; 

(U) the total atnonot to be-drawj^)^ the aoomnlatedinbfitt earned in 
previooa yeara and tranaftrred te the leoervea ahiU not exceed an 
amount equal to ona4enth of the aum of ita naid'np cajrital and free 
reserves and the amount fo dtiwn ahi^ flrat be Wil^ to set off the 
louei incurred in the financial year btfore anp dbrideU in reapect of 
prerereiice or equity abarea ia dlcU^; and 

(iii) The belance of rerorvea a^ter ludt drawal ihaO not fall h^low fifteen per 
cant of iu paid op ahare capital. 

/nlareat Mt : M baa bapo poipted oot above, dividnda cunot be 
'Mid wctpt opt of profit! or* in otk$T ocKcdi* di?iMiidi csoiiot be pud out of 
oepltol. Ia certain caaea, however, the Central Oovernment hu the power to 
permit payment of intereat to ahareholdera even when there ia no profit A 
aoapany which haa to wait rather a long period brfm it qan commroce prodnc* 
tfcn becaoie oonstroetion rf worka may take may fipd tro aharehoi^ra 

reaUve if nothing ia given to them by way of hdOTeovw. ifconatr^on 

ia earried on by borrowed fonda. intertat sriU luve to be paid; ^ ia^ 

aeow tbaMWtical joatifleation for paymeotof tedralt to theehftrrtoMtoa. Section 

^ gPvamp^yiMt of Jotm^ 

ittthlcm^not 


^iS^t on iron lharea as aim i 
Iha cooftrpetion of any w^ir 
" Of OMula profitable for a la&gra; 



eondhtona :~ 


(•^ Hu paymMt ia anthoriiad by AttlQlaa,or ,by • bpadal re^ption. ^ 

Prior aancUon of the Capttpl^^tuwant ia o b ta ipa d t 
(c) Ibtiuau la' paid bily fM wefe^parM wa oUfJIaMaiMfaud by the 



IMfbjperkNt oAin^ es^befoodthid^ of tiietialfye«r next after 
\ tin kaif /ev in «^ii<^ toe worlds bukwtt, 'etc., have been actnally 
ooBttieted. Pm caantple, if the conatrpction ia over on lOA October. 
1913, iotveet cannot be paid after 30tb June, 1984. 

.. (d) The rate of intereat doea not exceed fbnr cent ptr aumm or inch 

,na the Central Qoveminent nn^, by notification in the 
OQcial Chusette. direct, 

Tbo Central Oovemaant can order an enquiry at the oompany^i coat be* 
ftm acQO r d im itaeancUon. The company can treat the intereat ao j^d aa part 
of the ooat of oonatmctiim. 


Profit and taei Appropriatlen Aeeoont: The ptoviaiona contained in Part 
n of Sdiedule VI of the Companiea Act require that the imdermentioned anvo- 
priationa made out of profit ahonid be diacloted in the Profit and Loaa Account 
of the year 1 

(a) Affloonta provided for~ 

^ (0 repayment of share capital; and 

(10 rqpaymant of loaiu (danie viO. 

(b) (0 The af gregate, if material, of any amomita set aside or proposed 
to be set aside to reserves, but not ineloding provUions made to meet any 
spedfio liability, contingency or commitment known to exist at the date as at 
which the balance sheet is made np. 


(U) The aggregate, if material, of the amonnt withdrawn ftom sncb reserves 
(danaeviii). 

(e) (0 The aggregate, if material, of the amount set aside to provisions 
made tat meeting spedfic liabilities, contingencies or cpomitmepts. 


00 The aggregate, if material, of the amoonta withdrawn from andi pro* 
^ aa no longer required (danse ix). 

(d) The aggngate amount of dedosHon paid had pfopoied and stating 
wheOM andi amonnts are a n faj s ot to dadnetieQ of iooonw.tgx or not (danae xvi). 


It fa evfdeiit thetefo^ that fitHi neoessilry 'to dfaclote in the Profit A Loss 
Aocooat withdrawn from reserves,*^ ^cest proviiidns written back and appro* 
priatfoii propoa^by tfie'<tlrddtote'<mt-bf profits* * 

I ' " 

Opa ihoi^ Pptt thatprov|n^)p|| f 9 r^ncqm(|*tax raiAtisg tp the mifrent year 
itae httger treated os oh appropriation of ^olHih?al oqetimeit mu. 




)Rn4it I; A«anurt iiMki ^ 

0) Ite ht>it nd Lon Acoont, pnm.l^ditdefQiMnmonidexpM-'^ 

ilvfltanofpi^ 

(Ul) Tin nooiid pm eftteaoeoBiitiboiddiiKiiidb all mr^iriiNkMfi fbr 
flividOBda, tnuflm to and ftom raaervn and itt00fl»*taz ind enenditnfa if 
antaria) fpla^ to pcntipw faan**. 


Whan anm^MriatiMtf an (dmrn in a lOMnita notitm in the Ptoflt ft Lon 
Acooimt, an Imatittatf Una it ai^potad to mvanta tham froii iMoan and as* 
pananoftha jraar The aooonnt, tiimfon. nfn to anoonta baing ahom abova 
or below the 'Una* dqianding on a^nthar ^ aaoant ia (ftargeailM in the Profit 
and Lon aootion or the Appr^riation aaetion. 

It ia partioent to nantios ham Autt olgiMf (SDnf^art^ofSchadulaVf 
atttaa that tha Profit ft Lon Aoeowt AaO aat ont ttm retatip to ioebme and 
as p a ndi tara of tba ooeapaw* ana^adandar tha moat contowntbeada in ret* 
pm Of the pafiod ootmd bf tha aooonnt. It would, therefcre. appear that 
eniaa an additkm to or a dedootfonfFna a mnve haa no inpiat the profit eud 
lonoftba period of aaoannt, andi an addition or dadicthm need aot be paand 
throngh the Prtdlt ft Lon Acoonnt. 

OnKnllaaenft ftkthanaanwwhkh donnotinolodaaBpamowtnifard- 
ed aa fm for diitribntioa thronidt tbe Profit and Lon Acconnt. Shato Pitniiiiin 
and Capital ftadanqition Reaem Acronat ahonld net be ceeditedtocairita! 
raaanra: then aoeomta ^aa to be Icrotraaparata. Onlyprofliaorajkwpluaofa 
capital nature can be created to aoro n reaerve. The following are Inataacn 
of profit or tnr^nan wUtft oaa be ao eraated: 

1. Profit {wlor to iaoorportdoa. 

2. Capital profit! on aalo fined aaaeta when then are not availableft^ 
dlatilbnMtn at dMdnda in tin daonnatanm anndCMMgl below> 

(0 whan tin profit on aeia of n find aaanahaa not ham MiUaed;<orfv 

(U) wharothapaeatonaiaa.of«fii9damitikiihfp|]h«ialMl»li^ 
bawIpadogtbjrthpdaflrtiBef onrofaloaUonofo^aaim.or 

(iii) wlieta tha Artioln of Aipfl*>rtftn dgpot^nitdiltiihiitioq o|^ 
anobprofluuadhridaad. ^ 

3. The antnof tin vaftti'of aal anati ofir tin peioo^ IMtiil Utf tin 

aoplittini ec>» biih in fi , > ' 4 - 





mamm. i 

AOOOQSl/* 


PnqjiwM nefthrtd «n i«w «r 
l|4 Mder SmUm 71 we to be 


5. Tbe credit hehnce.in theOafalRedeotfen AoooaBt» ertierethere hee 
, wilb the eooeeat ef the Gout. 

i. ftpedhHM #eoehN oa tieaicffiMieeitMceo(fco8te oa xedee^km to 
«i*hr*thediitribQiie«efiaeb]inAMliiiotpeniined^th^ 


jptblleaii i A ^videsd k e dl^ribstioBeifdiviBibla piofittoeopmpuy 
$jaoo$ tile oemhere acoor^f to tbe snmber (Hreheiei 1 m by eeoh of them 
intbe^tal of the oosiMBy end tbe righu attoduef tbweto. Snob a diitribo^ 
tion Ally or may notenUilereleawof aieetajitwmildbewbereedietijbWioB 
involyee MymMt of ceib. B«t when profits an capltaUBed and the amoimt 
dirtiiboka is appHdl toarardi payment of bonus ibsiet, MBed free to the share* 
holders, no pLrt oftbeassets w tbe company can be ssid to have been nkated 
since, in seen a cate, ivoflts are only capittlM. thereby inoreating the paid ep 
capita of tbe company. The eompa^ does not give up any asset. 


A dividend is declared in tbe annoal general meeting on the basis of tbe 
reopminepdation of the Bpard of Directors. 1 bough the ibatebolders may 
declare a dividend smaller than recommended by the Bwd. they cannot declare 
a larger a dividend or any dividend when none has been recommended (Olaase 
S5 Of Table A of Schcdnle 1 of the Companies Act). Tbe Board of Directors 
may. &om time to tinm, My to the members an interim dividend at a rate which 
may appear to be juatified by the amounts of profit earned by the company 
(Clause 86 of table A of Schedule I to the Companies Act). The interim dividend 
it not adjusted when the final dividend is declared (that is the final dividend is in 
ediKtkm to t^e Interim dividend) unlctt the ifsolntion declaring the dividend 
states otherwise. 

It is thus appareut that the Board of Diractora determines the amount of 
profit which it to he distributed as a dividend u well as the time at which the 
diitributlon shall be made. 

Dtfidend on fnferene* Sharti ; Hoidert neference sharea are entitled 
to rtdUve a dividend at a filed rate before any ^dend is declared on equity 
shares. Bat such a right can be exercised subject to timra being profits and 
tbe XHcectors recommendiag payment of the dividm- In the esse of cnmUlstive 
j^gfaence shares the holders are entitled to rsoeive all the dividendt which are 
Itneaf before uy dtvhtend. is paid on equity diares. For instance, suppose a 
i j^y has not paid a dividend, aay, for five years and in the sixth year it 
earns a haadstmie profit. If Direct(»a decide to declare a dividend on equity 
sharea, it would be nccdstaiY to make a woviilon first for the payment of one 
year*s dMdemi to holders or preftrones snarSs, if they are Bon^mulative If 
on the ot^ band, the ri^ k cumolative a provUtm for payment of dividmidi 
doe to tito preferc^ Oares for all the sta years shall first have to be made 
before inydmdwid ia dedand on eqitity iharal. 

la ot preface dmres iMuedbofon let April. 1960, the dividend 



> •» I 


pijrable it to belseiMted ^ 30%ffdiedhidei[tf0igndiliwtf UMiMtdtoii 
ux freeatKltv ll%tatlie oitttremC^MftMAoeSKiuM (IlMiUttlot Ik Phl4> 
end) Act, IWOJ. 

Dhldend on partly paid sham : In thecnie of ptrfljp piid>np thazn* tlw 

dividend k piurtWe either cm the nottiml* celled t» oc the peid*Bp emoeat of 
ihercf^ depeMing on the provitton ia tide regeid thet ime oMy he in t^^ 
Aftiolee In the absence of any such provision, Tahk A woald he ippHobie” 
In toch a ease the antoont of dividend payabto will be calenlated on the nwoont 
paid vp on shares, and irtiile doing so, tne dates on which the axnoti^ Were paid 
must he taken into account. ^Is peld in advance do not rank for peyaent 
of dividend. Instead, interest may be paid on sMh oalb; the rate of Interest is 
6% p.a. eccordint to Table A; Artides of a company may piescnbe a dUferent 
rate. A company may if so authori«Bd by its Article, pay a dividend in prcpoe' 
tion to the amonnt piJd on each share, where a larner amount ia paid on tome 
shares than on other (Section 93). Bid whefe the Ardkme ate eitot and TaUe 
A his been excluded, the amonnt of dividend payment will have to be caicnhued 
on the nominal amount of shares. It sbonld. however, be noted that according 
to Ciaase S8 of Table A dividends are to be (teclared and paid according to the 
amounts paid or aedited as paid on the shares in respect wtiereof the dividend, 
is paid but, if and so long as nothing is paid upon any of the shares in the 
company dividends may be declared and paid according to the nominal amoimti 
of the shares. 

In the case of fresh issue of capital, the holders thereof, miless prednded by 
the terms of issue, are entitled to receive dividend part patsu with the shares 
already issued. 

Payment : All dividends must be paid in cash [Section 20S (3)] ; dividend 
warrants, made payable at a bank are treated as cash. Dividend must be paid 
wiUiin 41 days of declaration. The following iwoviiions of law introduced by 
tiie companies (Amendment) Act of 1974 shonld be noted: 

(i) If any dividend remains unpaid or if the concerned dividend warrants 
have not been posted within 42 days of the declaration of dividend, 
then within 7 days of the expiry of the 42nd day, the amount remaining 
jmpttd roust be deposited in a special account with a schednled bank; 

account will be sCylcd “Unpaid Dividend Account of— 
tCompany Umited/Giinpaoy Private Limited". 

(il) the balance in the Unpaid Dividend Account, mentioned in (i) above 
remaining unpaid or unciaimed for three years from the dateoftho 
transfer, mutt be tranrferred to the general revenue account of dw 
Cencal Oovetnmeiil; after that any claim tor the dlvideiid will hnw 
to bo preferred to the Central Oovemment. Proper particulars have to 
be furnished to the CeidiWl Opyenuaent dong with the trunifbi:. 











^ Mt M 4 te AedeiM<BriMdm^:on«kaM»<li«fiMN^^ 

Aeeovm 

(2) Upoo iwM of iiwi«>- 

]>eUt Braiu Slum DMdM4 Acommt; Cltt^ Shuts C«p^ AMOBst. 

If 9Uily pttd iliuet«r«tob«Biftdcftd!piMikll9wi7ofl)OBitiiratl^N<>. 
(2) will be ipllt inip two eatrke; 

(a) Debit Cali Aoooimt aad Credit Sben Capital Acommt. and 

(b) Debit Bom» Sbarea Dh^dead Aooeot and oeedit cell accoast 


IVeitMtiea : Tkt Rlad IndtMtriei Umitad. wUcb baa edopMl Table 'A* 
Bohednle 1. to the Companies Act. t956, as Ha Artkka of Aaeociadoii* aabmit 
^ foilowlnf abridfed Balaaee Sheet at on Deoenbet 21,1980 •— 


Uabilitki 

Ri. AtMs 

As. 

2.000 Redeemable pceAt* 

Fixed Assets : 


eace Shares bfRa< 100 

(at coat less depredation) 

4d)0,OCO 

eadi fblly paid. 

2 ,00«000 lavestmenu: 


10,000 Equity Sbarea of 

1,000 Equity thares of 


Ra. 10 each Rs. 7 per 

Rs. 100 each in X Ltd. 


Aare called np 70,000 at cost 

1 ,20,000 

t4U calls la arrear on 

Conent Assets 

5,40,000 

2 .000thareaatRi. 2 

Cash and Buk Balance 

1,40,000 

per share 4,000 66,000 


Calli in advance on 



24K)0 sbarea at Ri. 3 



pea share 

6,000 


Oeneral Reserve' 

3 .00,000 

. 

RfOdt and Loaa A/c 

2,38,000 


Correal Liabilities and 



provision for taxation 

3.90,000 


Total 

12.00,000 Total 

12 ;002)00 



"ike eeUe In liratn are eotataetflni dttce Jnly 1. IMO, and call in a4eenoa> 
were aS rooelYed on that data. 

, the faHowiag iMriicslan and jffopeaala an antadtled ; 

(a) ' the i^dhreaee aharet wUoh are redceanhle nl a preaeinm of 10% at 
any time upon two montha* notice be rededmable by the lune of 9% Debentniet 
of Re. 100 eadi at a prenahim of Re410 eadh on 31*12*t9S0, the notice having 
been givMi alna4y< 

(b) dhridenda for the year ended December 31.1910, dedared at the rate 
of 9% and 10% on preference and equity abarea reapectivoly. 

(c) a konua to the eqnlty ahareholdera be declared and applied to malm 
the aharea ftally paid np; 

(d) money on oalia in advanM be refunded: and 

(e) two equity aharea be iaaned aa fhlly paid by way of bonna for each 
eqnhy ahare held. 

Yon ate required to draft jonml entriea to give effect to all foreign trana> 
actiona, inclndisg caah. and the balance aheet thereafter aianming that all the 
legal formalitiae have been dniy completed, ignore income-tax. 

Sdnilon: 

HIND INDUSTRIES LTD. 


1980 

Dr. 

Cr 

December 31 

Ra. 

Ra. 

Profit and Loaa Aooonnt Dr. 

76,000 


To Equity Dividend Payable A/o* 


58,000 

To Preference Dhridend Payable A/o 


18,000 

(&itty and declaration of dividend on 



Equity and Prefinrenoe aharm) 



*rhe equity dividend ia calculated aaahouaUwlow: 

On 10.000 Shtrea.Ra. S paid CnUI pear) Ra. 

8,000 Sharea, Ra. 2 pud on i ynar) 

S0.&0O 


gjeoo 




% t 





Cr. 

Rs. 


19S0 

December. 31 


Eqdity Dividend Payable A/c 
To Call! in Arrear A/c 
To Intereit on Calls in Arrear A/c 


Dr. 


fAdJastments of calls in arraar in respeet of 
2,0^ shares at Rs 2 each and interest 
® 5% p.a. agaiast dividead payable 
as per Table A of the Companies Act) 


Interest on Calls in Advance A/c Dr. 


Calls In Advance A/c Dr. 

To Bank 

(Ent^ to record the repayment of calls 
in advance along with interest at 6% 
p.a. as per Table A) 


Preference Dividend payable A/c Dr. 

Equity Dividead Payable A/c Dr. 

To Bank 

(Payment of the two dividends after 
adjustment) 

Profit and Loss Account Dr. 

To Interest on Calls in Advance A/e 
(Transfer in interest payable on calis 
in advance) 


Interets on Calls in Arrear Dr. 

To Profit and Loss Account 

(Enti^ to transfer the Interest on Calls 
in arrear) 


Bank Account Dr. 

To 9% Debentures A/c 

To Premium on Issue of Debentures A/c 

(Entry to refcord the issue of 2,000 9% 
Debentures of Rs. lOO each at a premium 
ofRs. 10 each) 

9% Redeemable Preference Share 

Capital A/c Dr. 

Premiuin on Redemption Prefisrence 
shares A/c , Dr. 

To Redeemable Prefeieace Share* . 
holders 

(Entry to transfer the amount due to 
the account of pref. diareholden) 


Dr. 

Rs. 

4,100 


4.000 

100 


180 

6,000 


6.180 


18.COO 


53,900 


71,900 


180 


180 


100 


100 


2,20,000 


2 , 00,000 

20.000 


2.00.000 

. 20.000 


2,20.000 



6S 


1980 

Dectmber, 31 

Profit ft Lou A/o 

To Prcioiim on Rtdompdon of 
Prefereooe Shares Aocaant 

(Premium paid on redemption of 
Preference shares charged against the 
Profit ft Lon A/c) 

N Redeemable Preference Shareholders Dr. 2.20,000 
To Bank 

(Payment to the Redeemable 
Preference Shareholders) 

Profit A Lou Account Dr. 1,41,920 

Oeneral Reserve Account Dr. 58,080 

To Capital Redemption Ruerve A/c 

(Entry to record the transfer of an 
amount, equal to the face value of 
sharu redeemed out of profit, to 
Capital Redemption Reserve u per 
Section 80 of the Companies Act 1981 

„ EqiritylShare Final Calls A/c Dr. 30,000 

To Eqidty Share Capital A/o 

(Entry to record the liability of the 
shareholders to pay the final call 
of Rs. 3 per share on 10,000 sharu) 

„ Cairital Redemption Reurve A/c Dr. 2,00,000 

[ General Reserve Account Dr. 30,000 

To Bonus Share Issue A/c 
(Entry to record the appropriation 
of the necessary amount for luoe 
of fblly-paid bonus sharu out 
of Ca^titi Redemption Reurve 
A/o and for the balance 
put of Qenera) Reserve) 


Dr. 


Dr. 

Rs. 

20,000 


Cr. 

Rs. 

20,000 

2 . 20,000 

2 , 00.000 

30,000 

2,30,000 
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1980 

Dr. 


Cr. 

December, 31 


Rs.. 

Rs. 

Bonus Share Issue Account 

Dr. 

2,30,000 


To Equity Capital A/c 



2,00,000 

To Equity Share Final Call 

Account 


30,000 


(Entry to re^rd th« issue of two 
equity shares as fully paid as bonus 
for each share held and niaking 
of existing shares fully paid) 

Note : Calculation of profits available for transfer to Capital Redemption 
Reserve: 

Rs. Rs# 

Profit as per Balance Sheet 2,38,000 

Add : Interest on Call in Arrear 100 


Less : 

Interest on calls in advance 
Proposed dividend on Preference Shares 
Proposed dividend on Equity Shares 
Premium on Redeemable Preference Shares 


2,38.100 

ISO 

18,000 

58,000 

20,000 96,160 


Balance used for Capital Redemption Reserve 


1.41,9:0 


Balance Sheet of Hind Indnstries Ltd* at December 3lit, 1980 


Uabilities 

30,000 Equity Shares of 

Rs. 

Assets 

Fixed Assets (at cost less 

Rs. 

Rs. 10 each, fully paid 
(of the above 20,000 
shares have been issued 

3,00,000 

depreciation) 

Investments: 

1,000 Equity Shares of Rs. 

4,00,000 

as bonus shares out of 


100 each in X Ltd. as cost 

1,20,000 

Capital Redemption 


Current Assets 

5.40,0^ 

Reserve) 


Cash & Bank Balance* 

Premium on Debentures 
General Reserve 

9% Debentures 

Current Liabilities and 
Provisions 

20,000 

2.11,920 

2,00,000 

3.90,000 


Total 

11,21,920 

Total 

11,21,920 


*Tbe stodcots should work out the cash and bpnk balance. 



67 


Sctf-ExaBliBtiM (liMfloM U 

6. The engineer of mgar mill is entitled to a commission of 3% of the net 
profit of the mill; the chemist of the mill is also entitled to a comroiuion of 4% 
of the net profit which in each case is to be cslcultted after charging the 
commission payable to the other person bnt before charging one’s oviib commis¬ 
sion. What are the amount payable'to each if^e net profit of the mill before 
the two commission is Rs 5,00,000. (Engineer Rr. 24,058 ; Chemist Em. 19,038) 


7. The following is the draft Profit ft Lou Account of the Paper Company 
of India Ltd. for the year ending 31st Dec.’ 80. 




Rs. 


Rs. 

To Administrative, sellings 


By Balance b/d 

3.12,632 


Finance Expenses 

5.73,804 

,. Balance ftom Trading 


•l 

National Defence Fund 

18,800 

Account 

38,35.414 

11 

Directors fees’ 

23,484 

„ Interest on Investments 

10,964 

If 

Interest on Debentures 

2,824 

Transfer fee 

37 

If 

Managing Director’s Remunera- 

„ Profit on sale of plant: 



tion 

1,40.000 



>1 

Depreciation of fixed 


Rs> 



assets 

4,69,713 

Amount realised 40,000 


II 

Provision of taxation 

11.40,000 

Less Book value 


91 

General Reserve 

5,00,000 

(Cost Rs. 35,000) 31,000 

9,OCO 

91 

Debenture Sinking Fund 

4,8C0 



f» 

Investment Revaluation 





Reserve 

9.800 



91 

Balance c/d 

12,84,822 





41.68.047 


41,68,047 


As auditor, you are required to comment on the managerial remuneration. 
(Net Profit under Sec. 342 Rs. 27,62,590) 


8. Bee Ltd. had the following bslance on 31-12-67: Rs. 

6% Preference Shares of Rs. 25 each fhlly paid 2,00,000 

Equity Shares of Rs. 100 each fnl|y paid 10,00.000 

Shdre Premium Account 2,00,000 

Capital Redemption Reserve Account 1,00,000 

General Reserve 3,00,000 

Profit and Loss Account 80,000 



9> On the date« Land and Building which atood at Ra. 5,00,000 in the hooka 
were revalued at Rt. 8.00,000. It waa decided to: 

(i) ooniolidato the Preference iharea into sharea of Ra. lOO each ; 

(ii) aubdivide the equity ahatet of Re. 1 each; 

(iii) adopt the revaioation of Land A Building; and 

(iv) iasuc Ailly paid up bonus share to equity shareholders equal to 50% of 
the ]>re8ent Equity Share Capital, revenue reserve and profit.being used 
only if necessa^ for the purpose. 

Give journal entries to record the above and state the reserve and profits 
that remain (Share Premium Rs. 1,00,009 ; General Reserve Rs. 3,00,000; P d 
Afc Rs. 80,000. 


10. State, whether, following items are (i) Provisions, (ii) Revenue Reserve 
(iii) Capital Reserve 

(1) A sum set aside to provide for loss that may arise out of doubtful debts 
(2) A sum set aside to provide for the redemption of debentures. (3) The surplus 
resultieg from a professional revaluation of fixed assets. (4) At amount set 
aside to provide for the increased cost of replacement of fixed assets. (5) The 
Mtimated co$t of maintaining sold machines during the year on a guarantee for 
the remaining period of the guarantee. 

ANSWERS : (0~(1). (5); (/i/)-(2), (3). (4); (ii)-Nil, 
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DtIritfaM: ‘'AmalfUMitioa’ mwint taking over, by a newly started ooianaiiy, 
of bustecM of «i eiil^ eoa^Muy or companiet, "Absorption", on the other band, 
means Ukidg over the basinets by one of the existing companies of w V .||ioire of 
other cba^eudes. Forexample, if there are companies. A, B and C, and A tara ever 
the buiiness of B and C, the process wilt be des^bed as absorption. If a new com* 
pany, D, is floated to take over the business of the three exhting companies, it will 
be an amalgamation. 

ReconMniction is a process by whidi the afBurs of the company are organised by 
revaloation of assets, reassessment of liabilities and by writing OS’ the tosses already 
suffered by redncmg the paid*ap value of shares and^ by vpi:)|^, thp. r^tf 
ing to the dttforent otasses of tlitres. Such a prooeas u oalled<^inieM lebMstrdbtidn" 
—when it is carried out without liquidating the company and ft^ing a nm .me.^A 
speoiai resolation and sanctioa of the court aie essential for it, on ^ otto liiud, 
the assets after revalntion as well as liabiUfles. after icassessment, are transferred to a 
new company, specially incorporated for the purpose, it wiU be a,,,Gaau>QCi)ldfiDa*^ 
reconstruction. The amount received by the transferer company is chiefly in the form 
of shares of the transferee company, which are distributed amongst the shareholders 
after discharging the liabilities, which have not been transferred. 

It will be seen that except in the case of an intemd rcconstmtion. in every other 
case, the accounting problem it essentially the tame—dosing of tiu books of the 
vendor company and recording the transaction of purchase in the books of the com¬ 
pany that takes over the business. 

Pmchaas ConsMerstioa : Technically, it is the amount payable by the company, 
taking over the busiiMMs. to the vendor omnpany. It does not include the sum which 
the purchasing company will directly pay to the creditors of the vemior company 
unless the amount it separately paid to it for payment to the creditors. The purchase 
consideration essentially depends upon the valuation placed on the assets taken over 
and the liabilities assumed by the purchasing company. The vendor company is paid 
the difference between the two. In an axamination problem, the amount payable may 
be stated in different ways, e.g., by specifying the amount payabfe to debenture-hol¬ 
ders or creditors and that to sbar^olders. 

lUostratioB (1): S. Ltd. is absorbed by P. Lid. The Sheet, of S. Ltd. is 


as under: 



UMIitia 

Re. 

Aaets ' Rs. 

Shore C^tal; 

2,000 7% Preference 
shares of Rs. 100 each (fully 
paid up) 

5,000 Equity shares of 

2,00,000 

Sundry Assets 13,00.000 

Rs. 100 each (fully paid up) 

Reserves 

5,00,000 

3,00,000 

2,00,1)00 


6% Mientures 


IMecreditois 

1,00,000 

♦ ' ‘ .'I r ' 

Total 

13,00,000 




i 

P. Ltd few itfced : 

(0 tOfiltae 9^4 PTtfenaoe ibMm of Rs. 100 each, ia the tatio of 3 shiu«s 
P. lid. for 4 Prcfere a cc aharea to S. JUd; 

(U) to luae to the debaotunholden » 8. Ltd 8% Mmtiage Debentures; at 
Rs. 96 in lieu «f 6% Debentures in & Ltd which are to be redeemed at a 
pfemiuB of 20^^; 

(iH) to pay Ra. 20 per share in cash and to issue six equity sharres of Rs. 100 
each (maririt Tshin Rs. 12S)iB lieu of every five shares held in S. Ltd; and 

(hr) to aasume the liability to trade credhort. 


The pbrchaae oonsiderstion will be : 

Rs. 



Amount 

Form 

Preference shareholders: 2,000 x 3/4x 100 

1.50.000 

9% Pref. shares 

Debentare-hdders; 2,00,000+20% 

2,40,000 

8% Debentures * 96 

Eqnky ahareholden: 3,(XX)x20 

1,00.000 

Cash 

3,000 x 6/5x123 

7,50.000 

Equity shares 

Total 

12.40.000 



Supposing the total number of fractions arising on exchange aggregate to2u 
shares (equivalent to equity shares in P. Ltd.), each wiH have to be paid for them @ 
Rs. 123 per share ; the remaining amount win i e settled by the issue of eqmty shares. 
Altemativdy, fraction certifleates an issued; these an converted into shares on 
presentatioo~-the holders of the (taction certificates must boy nu»e sudi certifleatas: 
or sell these held by them. 

lUaatratien (2) : Y Ltd. decides to absorb X Ltd. The Balance Sheet of X Ltd. 


is as follows: 




: 5i 

Ra. 


Rs. 

3,ibib0 Equity shares of 


Sundry Assets 

2.90.bOO 

Rs. too each (fhlly pakO ' 

3MOO0 

Profit and Lou Account 

7(M)00 

.Ttedlthrs 

60,000 



? 

Total 

3,60.000 

Total 

1,60,000 


Y Ltd., agrees to take over only the asseto ofX Ltd. An equity Aare in X Ltd., 
for purposes of abaorptim, is valued @ Rs. 70. Y Ltd agrees to pay Rs. 60.000 Ht 
cash for paymrat to credHots and the balancein die form of ita equity stores valued 
at Ra. 120 each. > 


. .OStgEUe noaiinaheiiifie td” 0»e debentures wiD'Ve 2,40,000 x ^or Rs. 2,30,000 
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IIm pofdiafe oMttklenitJon win be: 

Value of 3,000 ■liarei @ Re. 70—Re. 2,10,000 
AeMtt--^Ljabilitice—Net Aesets—Re. 2,10^000 (total vUoe of sharee) 

.‘.Anete-Re. 2.10,000+Lbbilitiee 

-Re. 2.10.000+Re. «0.000-Re. 2,70.000 

Re. 60,000 oat of tbe above wiU befacath and Re. 2,10,000 lathe fonnof 
■hare in X Ltd., itened at Re. 120 per ehate: the number of ahatee Oiat wfll be iNoed 
2,10,000/120-1,730. 

Ohatratiaa (3): Sappoee in iOaetiation (2), Y Lbl. idready holb 1,000 ebaiee 
hi X Ltd. The purchase consideration wiU be: 

Rs. 

Amount required to pay to outside shareholders— 

2,000 shares @ Rs, 7o (in the form trf* shares) 1,40,000 

Amount reqnired to pay off liabilities (cash) 60,000 


Total 1,00,000 


1 40 coo 

The total number of sharm to be issued— — 1,166 2/3 ; 1166 

shares will be issued; cash will be paid for 2/3 share or Rs. 80. 

Note : At the time of passing entries for the purchase of bushiess, the account 
representing the investment must be credited to make itnil. 

Journal eatrlas to dose tha bodu of sunder co m p a ny; The entries are the same 
in the case of absorption, amalgamstion and external recoastmction. These wili be 
iOostrated with the following case. 

Wye Ltd. acquires the businem of Zed Ltd. whose balance sheet on 31st Deo., 
1978 was as under: 

UabUUies Auets 


Share capital, divided into 

Rs. 

Goodwill 

Rs. 

2 .00J)00 

shares of Rs. 100 each: 


Land & Buildinn 

Plant and Macbmety 

4,00J)00 

6 % Preference share capital 

4J)0,000 

6 .00,00a 

so,ooQr 

^uity share capital 

8 ,00,000 

Patents 

Oai^ Reserve 

1 ,00,000 

Stock 

1,50,000 

Profit and Loss A/c 

50,000 

Book Debts 

1,80,000 

6 % Ddientnres 

2 ,00,000 

at Bank 

70,000 

Interest outstanding on above 

12,000 

Underwriting Commission 

40,000 

Wockmen’s Compmsation 


Reasrre (expected liability 
Ra.5JX)0) 

8,000 



Trade (^oAton 

1 ,20,000 

• 

■ 

Total 

16,90^000 

V 

iMQgOQO 



Wye ttk 0 oteraUuMte fexo^it oath) and liabdltiM (eioept^ 

MoNlrt doe da debaMarai) and to pay the fbllowlni amoonti: 

(0 lU.7^ Debentoni (Re. 100 eidi) in Wye Ltd. for the 

Debantnree kk Zed Ltd.; for the porpote, the debentiue of Wye Ltd. it to 
be treated at worth Re. 105. 

00 Pdr eaoii preference ihife in Zed Ltd. Re. 10 in cub and one 9% prefb- 
jcenoe ahaie of 100 eadi in Wye L^. 

(iii) For eadi equity thare in Zed Ltd., Rt. 20 in caih and one equity than in 

/ Wye Ltd, of Re. 100 each having the market value of Re. 140. 

(iv) Eapeneee liquidation of Zed Ltd. are to be rehnbuieed by Wye Ltd to 
the extent of Ri. 10,000. 

Wye Ltd. valued Land and Bnildingt at Re. 5,50,000, Plant and Maehineiy at 
Re. 0,50^000 and Patehta at Rt. 20,000. 

Piirehaie etmaUtraHem : 



- . 


Rs. 

Form 

(0 

Debenturea : Rt. 2,00,000 at Re. 105 

2 ,10,000 

7% Debentures 

(ii) 

Preference 

aharea: Re. 10 per there 

Perferenoe aharea 

Equity Shares : Re. 20 per 

40,000 

4,00,000 

4.40,000 

Osah 

Pieference 

diares 

(UO 




share. 

1,60,000 


Caah 


8,000 equity shares in 
wye Ltd. @ Rs. 140 

11 ,20.000 

12,80.000 

Equity shares 


19,30^000 


StepetodeaeaeBooketf the Vender Con y a i iy; 

1 . Open Realiaation Account and txanafer all aetets at book value. 

ExetfkoH : If caah it not taken over the purchaeing company, it rfKwr itf got 
be tfanaferred. 

: Pndtt and Loa Account (Dr.) and expenaea not yet writteo off are 

not aieeti and ahould not be tantferred to the Realiaation 
The Journal ratty in the above caae ie: 


I **• Re. 

i Realiaation Account 15,80^000 

To Sundrien-* 

Goodwill 
Land 4k BnUdinga 

Phntft Machinery 4jl )0, 0 00 

FUenta 50^ 

Stw* 1,50 lOOO 

Book debte 


(Tkaiiitooraaaeta to Realiaation Account 
cnaaleo^baafamato VyaLid.) 
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. , 2. TtMwfo toiht HitiHMrtiioii AcoeoBt the liftbBIliee jawhiiim 

company k to take owr. laceae of provkteae, the portkm mUck iriirriimi jjiWIiij 
,etiq>ect^ to ariae in ArtiuK tbonld be ao tianifmed and theiKKrtiiw k not 

‘required (i^t- the leaerve portion) abmild be treated aa profit Aeonrdinfly, the 
following entry will be recorded : 

-iU. . Ra. 

Workmen’a Compenaation Reeerve ... Dr. S,000 

Trade Creditora ... Dr. 1,20,000 ' 

To Realkatloo A/c 1,25,000 

' (Timnafer of UabilHici taken over by Wye Ltd. 

to Realiaation Account). 

3. Debit purchasing company and credit .Realiaation Account with tim pii«Oi^ 
consideration : 

Wye Ltd. Dr. 19,30,000 

To Realisation Account 19,30,000 

(Amount receivable from Wye Ltd. 
for sale of business). 

4. On receipt of the purchase consideration, dd>it what k received (cash 
debentures, shares, etc.) and credit the purchasing company. Thua— 


Cash 

Dr. 

2,00,000 

7% Debentures in Wye Ltd. 

Dr. 

2,10,000 

9% Preference shares in Wye Ltd. 

Dr. 

4,00,000 

Bnquity shares in Wye Ltd. 

Dr. 

11,20,000 


To Wye Ltd. 19,30,000 

(Receipt of purchase consideration from the 
purchasing company). 

5. Expenses of liquidation have to be dealt with according to the circum* 
stances of each case. If the vendor company has to bear them, -Realisation Account 
should be debited and Cash Account credited. 

If the expenses are to be borne by the purchasing company, the questiwD may 
be dealt with in one the three ways mentioned below: ^ 

(i) It may be Ignored in the books of the vendor company. ^ 

(ii) . If the expenses are to be paid first by the vendm comptmy and afterwards 

reimursed by the purchasing company, the folloivia« - two entries will be 
passed: 

(a) Debit purchasing company and credit Cadi Account when e«p»ittfe 
are paid by the vendor company; and 

(b) Debit Cash Account and credit purdmsing company .(on die expenses 
being reimbursed). 
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,<ll» p w ilfl hMl i OBifway Im fawiuJed tt> amouiit in the puichMe conri- 
dRitkMi, RMliaatioii Accoaat mnit liMe been credhed at per itepfNo. 3. 
In tfadt cate, on payment of expenaea by the wndor company, Realitation 
AflOMMitt^oukiibe debited and Caah Aaeonit credited. 

. u In the abovementioned oate, Wye Ltd. hat to pay ntmrmmn of Rt. 10,000 
oi4!t whereat, the amount apent it Ra. 12,300. Henoe Rt. 2,300 it to be borne by 
Zed Ltd. The entriea requi^ will be. 


Wye Ltd. 

Dr. 

10,000 


Realisatioa Aceoaitt: 

Dr. 

2,300 


. TdcmRAoepaat 
j^qidditfota expdnses out of which 

Rs. 10,000. ia pgyable.by Wye Ltd.) 

Cash Aoco^ 

Dr. 

10,000 

12,300 


Tol^yV^ttd. 10,000 


(Account reimbaraed by Wye Ltd. 
for expentei). 

.6. Liabilities not attorned by the purcfaaaing company, have to be paid off. On 
payment, debit the liability concerned and credit caah. Any difference between the 
amount actually paid and the book figure mutt be transferred to the Realitation 
Account. Zed Ltd. shall pass the following entries in this respect: 


9% Debentures 

Dr. 

2,00,000 


Interest Outstanding Account 

Dr. 

12,000 


Realisatkm A/c 

To Debenture-holders 
(Amount due to Driwntnre-holders 
for debentures and interest) 

Dr. 

10,000 

2.22,000 

Debenture-holders 

To Cash Account 

To 7% Debentures in Wye Ltd. 

Dr. 

2;22,000 

12,000 

2,10,000 


(lM)enture-holden paid cash Rs. 12,000; 
7% Debentures in Wye Ltd. for the 
remaining amount). 


7. Credit the preference tbareholdert with the amount payable to them, debit- 
in Prefermce Share Qqrital with the amount shown in the books, transferring the 
^ermee between the two, if any, to the Realisation Account Thus— 

7% Pref.'lihare Capit^ Account Dr. 4,00,000 

Realitwtion Account Dr. 40,000 

To P r e f ere n ce Sliare-holdert Account 4,40,000 

(The amount due to prderenoe tharcholdert for capital and the extra amount 


payaUe under the sdieme of absorption). 


Not*: In abaeaoe of any indication to die contrary, preference sharehoMen will be 
.njpiitled only totte capital contributed by them. But if ftmdt available after 
. 4 agfia| «rfr ccaditon are not tnfficmnt to satisfy the claim of preference shaie* 

toss to the extent of the 



I 


8. Fay off p t rfawaoe riwidioUan by deUtfot «*»*■* and ondMfa^ vkatevar k 
givea to tbeoL liMflotry in the above cue bt 


Ra. 

MCMIOO 


Ra. 


40,000 

4M000 


Pieferaioe Shaieholden Aoeooat Dr. 

To Gaah Aooonnt 

To 9% Ptefeienoe Shana in Wye Ltd. 

(Caah aad preference ahaiea in Wye Ltd. 

given to pceferenoe ahaieholdera) 

9. Tranafer equity there capitnlaiid aoconnta r ep waa nliin i eaofft or loae(in> 
chiding the balance in Realintian Account) to Eqnity Shai^ltea Aooouit 
will determine the amount receivable by the equity ahaiehoMen. Zed Ltd. mm 
the following entriea in this ngatd: w —«a wo. anau paaa 


Equity Share Capital Account 

Dr. 

8,00.000 

CapHal Reserve Account 

Dr. 

1.00,000 

Profit ft Loaa Account 

Dr. 

50,000 

Woriemen’s Compensation Reserve A/c 

Dr. 

3.000 

Realisation Account 

To Sundry Equity ShareholderB Account 
(Various accounts representing capital 

Dr. 

4.22400* 


and profits tiantfered to Equity Share 
holders Account). 


13.75.900 


Equity Shareholders A/c. Dr. 40,000 

To Underwriting Gimmisiion A/o 40 qqq 

(Underwriting Commission A/o closed ’ 

by transfer to Equity Shareholders A/c) 

10. On satisfaction of the claiau of the equity thareholdera, debit their account 
and credit whatever is given to them. Hence: 


Equity Shareholders Account Dr, 13,35.500 

To Equity Share in Wye Ltd. 

To Cash Aooount** 

(Available each and equity shares in* 

Wye Ltd. distributed amonpt equity 
share holders) _ 

*The Realisation Account will appear as foUowa 

B ea H aa ti an Ac cean t 


ll,20g000 

2.15.500 


To Sundry Assets 

Rs. 

15,80400 

By Sundry Liabilities 

Rs; 

143460 

To Cash, excess expenses of 


By Wye Ltd. 

1940400 

Uquidatioo 

To Debeiitnre>hoIders 

To Preference Sharehrdders 

2400 

10,000 

40.000 

To Equity Shareholders 
A/a—profit transferred 

442400 

20,55,000 


ai^yyjOOO 


**The student dioeld|)ffeiMife Cash Acoontt to aseartala tlw caritbidhMie. 



■bovo'iiiMlloiMd ttofM wonid dote the books of the vendor cmsmav. 
Hwffn 1i 1kT tritrs if tha rerrheilnt tTifuj : 

1. Debit BoeiiMM Pniohese Aooonnt tsd Credit LiQnidator or the vendor 
oompeay, «hh Oe eooooot of die purohue comMentioa. Thns— 

Rs. Rs. 

BmiiieeiPiiiohtie Dr, 19,30^000 

To Uqnidetor of Zed Ltd. 19,36;000 

(Affloniit piyeble to Zed Ltd. for 
bnifaiese aeqaired as per epeement dated...) 

2. (I) DcMt asset! acquired (except goodwill) at the value idaced on them by 

the pntdiasing eompany; 

(h) Credit liabflities taken over at agreed valnes and credit Bnsiiiess 
Pntdiase Aooonnt with the amount of purchase consideration ; and 
(iH) Credit the account showiuf shares held in die vendor company, if 
any, with the coot of such shares. 

(hr) If credits as per (ii) A (iti) above exceed debits as per (i) above, the 
difference should be debited to Goodwill Account; in the revene 
caM, the difference should be credited to Capital Reserve. 

Note : The amount of Goodwill or Capital Reserve that shall be included srill be 
the amount as has been arrived at only in foregoing manner. 

In tbb above cbk the entry to be passed shaU be ; 


Sundries Dr. 

The Sundries 

Rs. 

Ra. 

Land ft BaOding A/c 

5,50,000 


Plant ft Machinery A/c 

6,50,000 


Patents A/c 

20,000 


StoA A/e 

1,50,000 


Sundry Debtors 

1,80,000 


Goodwill 

5,05,000 


Provision for Workmen’s Compeniatioa A/c 


5,000 

Tmde Oreditois 


1,20,000 

Dos in ess Purchaae Account 
(Vatloos aasett and liabilities taken over ftom 


19,30^000 


Zad Ltd., Ckiodwill ascertained as a 





lu 


Liquidator of Zed. Ltd. >Dr. 

ToQwli 

To 7%. Pebeotores 
To Premium on Debentuiei Aocouat 
To 9% Preference Share Capital Account 
To Equity Share Capital Acwunt 
To Share Premium Account 


Hg, 

•'fJ* iT ■ti-tffj 


,,, 2,00,000 

2 . 00.000 
10.000 
4,00.000 
‘ '*%/)OtOOO 
^ ■ 3,20.000 


(Payment of cash and inue of debenturet'and ''' ) 

■harea in Mtisfaction of Purcfaaic cooaideiatioa) 


4. If the pufchatini company It required to pay the eiqtmnet of liquidation 
of the vendor company, the amount should be debited to the Ooodwill or < > p i titl 
Reserve Account, at the case may be. In the instant caasb the entry sbaU be: 
Ooodwill Account Dr. . 10,000 

To Cash Account . ^ 10^000 

(Amount paid towards ^ 

liquidation expenses of Zed, Ltd..) 

Eatrles at Par Value : The students will have noted that the purchasing com¬ 
pany is left with a large debit in the Ooodwill Account (step No. 2) accompanied by 
quite a large amount in the Share Preminm Account (step No. 3). The two cannot 
be adjusted. However, it would be permissible to negothite on the basis the market 
value of the shares but -to make entries only on the basis of par value abates of 
purchasing company. This will mean that Ooodwill Account (orCapRal Reserve) 
will be automatically adjusted for the share premium. 


Inter-co-owiags ; Should the purchasing company owe an amount to the vendor 
company or Wee versa, the amount will be included in the book debts of cme com¬ 
pany and creditors of the other. This should be adjusted by the entry ; 

Sundry Creditors Dr. 

To Sundry Debtors 

The entry should be made after the usual acquMtion entries have been passed. 
At the time of preparing the Realisation Account and passing the bosineas purchase 
entries, no httention need be paid to the fhet that the two companies involved owe 
money mutually. 

Ad|B*(UMBt of the value of stock: Inter company owings arise nsually ftom 
purduue and sale of goods; it is likely, therefore, that, at the Uasc of sale of business, 
the debtor company also has goods in stock which it purchased from theaedhor 
'Wmpany - the cost of the debtor company will, include the profit made by tbecieditor 
oompany. After the takeover of the busiiKss it is esmtial that suidi a profit is 
eliminated. The entry for this will be made by flie purchasing oompahy.' 11^ is the 
vendor company which has such goods in stock, at the time nf passinlTlll nd^uiaitioo 
entries, the vnlue of the stock should be reduced to its cost to the comMny whkh is 
aequhteg'the busineu; automatically goodwill or capittf toseyw^ ana hr, 

will be adjusted. But if the original sale was^made ^ Che vithdito n«h^^ w «» 




u 


tbe oomptny «cqairiq|tii« bOtinets.the latter compact »illliaveto 
dcMl Ckindwifl (or Capital Reserve) and credit stock with the amount of tbe Profits 
ilMejlJa the stock. 


, llisstrnHsa : The following are the Balance Sheet of Hari Ltd. and 
ii>^ 31st March, 1984. 

^ Liabilities Assets 

Haran Ltd. 

' Hari Ltd. 

Haran Ltd. 

Hari Ltd. 

Haran Ltd. 

Rs. 

Rs 

Rs. 

Rs. 

Share C^tal— 

Goodwill 

2,00,000 

1,00,000 

Sbaim ^ Rs 100 
aaoh. 10,00,000 

Fixed Assets 
5,00,000 Investment 

5,00,000 

10,00,000 

GeneiM Reserve 2,00,000 

3,00,000 (at cost) 

2,00,000 

2i00,000 

Development 

Rebate Reserve 

Liabilities 3,00,000 

Current Assets 

2,00,000 

5,00,000 

6,00.000 

2,00,000 

15,00,000 

15,00,000 

15,00,000 

15,00,000 


It was agreed that Hari Ltd. will take over the business of Haran Ltd. on the 
basts of the respective share values adjiating^ wherever necessary, the book values of 
the assets and liabilities in the l^ht of the further information furnished below : 

(a) Investment of Harm Ltd. iodude 1,000 shares of Rs. 100 each in Hari 
Ltd. aoqoired at a cost of Ra. 150 per share. The-other inveatmmts 
are trade investments in otiier companies and Imve a market value of 
Rs. 77,000. 

(b) The Development Rebate Reserve was created in 1983. The admiidble 
rate was 20% on the new asseto acquired at a cost of Rs. 10,00^000. The 
company obtained tax relief from the Income-tax department The 
company is expected to reuin a reserve of at least Rs. 1,50,000. 

(c) The Goodwill of Hari Ltd. was consideied worth Rs. 3,00,000 and that of 
Haran Ltd. was worth Rs. 1,50,000. 

(d) The market value of investments of ^lari Ltd. was Rs. 2,50,000. 

(e) The current assets of Hari Ltd. ware worth Rs. 2,80,000 and include goods 
valued at Rs. 50,000 purchased firom Haran Ltd. which company normaBy 
s(rid goods as cost irius 25%. 

Suggest a sdieme of absorption and make necesswy joutmd entries in the Books 
of Hari Ltd. to record the takeover. Prepare the Balance Sheet of Messrs Hari Ltd. 
after the take over. 

Setaden; Sufjgtttti of Absorptkm 9fH rm Ltd. by Hari Ltd, 

T[he sche^ of absorptfonwlll obviously depend upon the share value of 
the oomipanieo. This ii Rs. 103 for Hari Ltd. and Ks. 206 for Haian Ltd as shown 

WORv 'I .'.Hi , ■ 



Nd Assets: 

Goodwill 

Fixed Assets 

Investnmnts 

Hari Ltd. 

Rs. 

3,00.000 

3,00,000 

2,301,000 

Current Assets 

2,80,000 

Less LiabiUttos 

13,30,000 

3,00,000 


10,30,000 

Value of one share 

103 


‘ ttUBltd. 

' Sii'' 
IMDQO 

10,moo 
i.oiooo* 
TZfioi 
2,00,000 

15,3(^000 
5,00^ 

16.30,000 

206 

Hw exchange ahall. thertfcne, be in the ratio of 2 tharaa in Had Ltd. for i Ht 
ihareinHaran Ltd. 

Purchaee connderation for the abeorption: 

Shares in Hari Ltd. for shares in Haran Ltd. 

Leas 1,000 shares already hdd by Haran Ltd. 

Balance 

Value of 9/)00 shares @ Rs. 103 per share Rs. 9,27,000 

Thesdienieof absorption, therefore, n that Hari Ltd. should take over the 
business of Haran Ltd. for a purchase considenition of Rs. 9,27,006 to be rw 
by the issue of 9,000 shares of Rs. 100 each at a premium of Rk 3 per share. These 
shares along with 1,000 shares already held by Haran Ltd. should be distributed 
among the sharriiokletB of that cmnpany on the basis of two shares In Hari Ltd. for 
each uaie hdd in Haian Ltd. 

Joamal of Hail Ltd. 



9.000 


Dt. 

Rs. 


Goodwfll A/o 

Dr. 

3,00,000* 

Fixed Assets A/o 

Dr. 

io.oaooo 

Investment A/b 

Dr. 

77,000 

Cntieot Assets 

Dr. 

2,00^000 


To Liabfl ifiet 

To Liquidator of Haran Ltd. 

To Development Rebato Reserve*** 
(Being the values of assets ft Uabdides taken 
over nmn Haran Ltd. u per agroement dated). 


Dr. 

Rs. 


5,0^000 

9,27,000 

1,30,000 


Goodwin Acoouttt 1^. 10,000 

To Cmreot Assets 10000 

(BHmbMtion trf unrealtoed ptoflt on goods 
puiohassd from Haran Lto. and stOTln stock). 

* l/)00 shares 9 Rs. 103 each, the vaioeofashato in Hari Ltd. 

** Goodwin is being reoesdsd at Rs. SfiOjOOO hMtsad oTRs. l,SOjOOO because 
of the necessity to take ever the Devdopment Rebate Reserve of 
Rs. I,50y000 Hann Ltd. 

***After the expiiy of statotMy period, this will be treated gs capital jpsfilt. 



9^.000 


IS 


jjqnidator of HMTUiLtd. Dr. 

To Shtfo G^ital Aooonnt 9,00^000 

T6 SbonTNiidom Aooeoat 27,000 

TnidiaM ooMidemtion dJacharged by die iatue 
Df^^ eijiiity dmea of Ra. 100 each at a pre- 
tnliiiBoflta. S/eadi). 


Baiaaca Sheet of Hart Ltd. aaaoSlat March, 1984 


UabttMa 


Assets 


SkvtCafttal 

Rs. fixed Asstls : 

Rs. 

Rs. 

Anthorisad : 

Goodwill 


5,10,000 


Other Fixed Assets 

3,00,000 


iMoed A Snhacribed 

Addition during 



9,000 Aaies of Ra. 100 

the year 

10,00,000 ISMOOO 

paid (of the above 9,000 




shaies hgve been issued for 

Investments 


2,77,000 

ooosidaration other than cash) 

19,00,000 Qirrent Assets 



tUsenei md Surpha 

Loans and Advances 


3eneial Reserve 

2,00,000 Current AsseU 


7,90,000 

Share Premhun 

27,000 



Development Rebate Reserve 

1,30,000 



Current UabllMei Provisions 




JaUlities 

8,00,000 




30,77,000 


30,77,000 


Note: la the opinion of Directors, the enrrent assets are expected to realise 
Ra. 4,80i000. 

HaatratleB : The following Balance Sheets are given aa on Slst March, 1984 : 



(Rs. in lakhs) 

(Rs. in lakhs) 


Beat 

Better 

Best 

Better 


Ltd, 

Ltd. 

Ltd. 

Ltd. 


Rs. 

Rs. 

Rs. 

Rs. 

Share Capital; 


Fixed Assets 

25 

IS 

Shares of Rs. 100 eadi. 

Investments 

5 

••• 

< 

ftdly paid 

20 

10 Current Assets 

20 


Raaerrps and Suridaa 

10 

8 



Jabilitks 

20 

2 







1 « 


Dr. 

Rf. 


Cr. 

Rt. 


(Aueti ft Liabilities of Better Ltd. taken 
over for an agreed pnrchaw oonridera* 
tion Re. lljOO.OOO and concellation of 
inveitmenti, held in Betto* Ltd. at 
Ra. 3,00,000 at per agreement dated .... ) 


Liquidator of Better Ltd. Dr. 12.00/X)0 

To Share Capitil Account 
„ Share Premium Account 
(Discharge of purchase c<HUideration 
by the issue of equity shares of Rs. 

8,00,000 at a permium of Rs 50 per 
share as per agreement). 


8.00/100 

Ajaojm 


Sundry Creditors Account Dr. 1,00.000 

To Sundry Debtors Account 1.00,000 

(Amount due from Better Ltd., and included 
in its creditors taken over, cancelled against 
own Sundry debtors). 


Capital Reserve Account Dr. 10,000 

To Current Assets (Stock) Account 10,000 

(Unrealised profit on stock included in current 
assets of Better Ltd. written off to Oipital 
Reserve Account). 


WorkUtg note : 

Calculation of Purchase Consideration : Kx. 

Issued Capital of Better Ltd. 15.00,000 

(after bonus issue) at Rs. 100 per share 
Iass held by Best Ltd. 3 qq qqq 

Hdd by ouUiden, valued at Rs. 100 per share 12,00,000 


Purchase consideration has been discharged by BestLtd. by the iswte of shares 
for Rs. 8^000 at a premium of Rs. 4,00/)OP, Th^a fives tlseiyglae of Rs, 150 per 
rham. 


t »r,-' 
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Bd*c» Sfci.* of Lrt. («#hr rtwcpflo.) 
lU. 

Share CipHiI 


Aatfiorieed.^ ...shares of 


Rt lOOeadi 

Itsned ft Sobsoribed— 
28,000 shares of Rs. 100 
each fhlly paid 

28,00,000 

of the above 8,000 
shares have been 
issa^ for considera¬ 
tion other than cash) 
Reserves ft Snrplns 

Share Premium 

4,00,000 

Capital Reserve 

2,90.000 

Other Reserves ft Surplus 

10 .00,000 

LiaUIities 

21 .00,000 


65,90,000 


Fixed Assets 

Rs. 


Opening Balance 

25,00,000 


A^nired during 
the year 

15,00,000 

40,00,000 

Investments 


2 ,00,000 

Current Assets 


23,90,000 


65,90,000 


nostrathm 

The following are the Balance Sheets of A Ltd, & B Ltd. as on 31-12-1979 


15,000 Equity Shares of 

A. Ltd. 

Rs. 


Rs. 

Rs. 100 each 

15^,000 

Fixed Assets 

17,00,000 

5,000 Preference Shares 


Stocks 

92,00,000 

ofRs. 100 each 

5,00,000 

(Pledged with secured 


Development Rebate Reserve 

2 ,00,000 

Loan holders) 


Secured Loans 

80,00,000 

Other Current Assets 

18,00,000 

-j (Secured against pledge of 

1 stocks) 

Unsecured Loans 

Current UabiUties 

43,00,000 

65,00,000 

Profit ft Loss Account 

83,00,000 

Rs. 

2 ,10,00,000 

Rs. 2.10.00,000 
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B. Ltd. 

Rs. 


Ra. 

50,000 Equity Shares 
of Rs. 10 eadi 

5,00,000 

Fixed Assets 

34j0e,000 

Oeneral Reserves 

14,00.000 

Current Ass^^) 

48.001000 

Secured Loans 

40.00,000 



Current LhtbiHtles 

23,00,000 




Ra. 82,00,000 


Rs. 82,00,000 


The two companiM go into liqaklatlMi and C Ltd. b formed to take over their 
baiinen. The following information b given: 

(a) All current aiaeti of the two oompanict except pledged itock are taken 
over by C Ltd. The realbable value of all current aaaets are 80% of book value in 
caee of A Ltd. and 70% for B Ltd. 

(b) The break-up of current UablHtiet b u follows: 

A Ltd. B Ltd. 

Statutory Liabilftiee (inoluding Rs. 11,00,000 in oaM 

of A Ltd. in respect of a claim not having been 

admitted shown as contingent liability) 36,00,000 5,00,000 

Lbbility of Employees 15,00,000 9.00,000 

The bahnce of ciirrent liability is to Miscellaneous Creditors. 

(o) Secured loans include Rs 8,00,000 accrued interest in the case of B Ltd. 

(d) 1,00,000 equity shares of Rs. 10 each are allotted at par against cash pay¬ 
ment of entire ftce viUue by C Ltd. to the shareholders of A Ltd. and B Ltd. bi the 
ratio of fisoe values of shares held by them in A Ltd. and B Ltd. 

(e) Preference shareholders are issued Equity shares worth Rs. 1,00,000 in lieu 
of present holdings. 

(f) Secured Loanholders agree to continue the halanoe amount of their loans 
to C Ltd. after adjusting value of pledged security in case of A Ltd. and after waiving 
50% of interest due in the case of B. Ltd. 

(g) Unsecured loans are taken over by C Ltd. at 25% of loan amoqnts. 

(h) Employees are issued ftaily paid op equity shares in C Ltd. at par in fhll 
settleineat of entire dues. 

(i) Statutory liabilities arctaken over by C Ltd. at full values and Mbcel- 
laneow creditors are taken over at 80% of the dook vtiues, 

SHrnw die opening Baiaiioe Sheet of C Ltd. 



If 


■dMMe ShMl If C Lti. u at 31il Daccakw. 1979 
Rl 


iar« Capital : 
tborlwd: 

IhtnoriU. lOMob 
util SstMcribedft 
Uiq): 

3,50,000 Bqahy 
AuMof Hi. 10 Moll 
ftUlypaid 

7 the abOTe 2,50,000 
km have beea teited 
■ o on ik k retion other 

18 eaeh) 

aerves and Sor^ni: 
Developmeot Rebate 
Reiefve 
oared L oa n i 
Mecared Loane 
irfMt LiabiUtiet ft 
Ptovialooi 


35,00,000 


2,00.000 

42^40,000 

10,75,000 

68,20.000 


OoodiHR 

CMier Fixed Anett 
Inveetmente 
Current Anete, 
Loaiu ft Advaacet 
Cub at Bank 


1,58,35,000 


irfciBf Netei: 

abiUtiee taken over C Ltd 


(i) Statutory Liabilitiee 
(U) LiaMUty to Employees 
(iii) Other Conrant Liabilities: 

A B 

AsiaB/b 65.00,000 23.00,000 

lacloded 

in (i) ft (ii) above 40,00,000 14.00,000 


A Ltd. 
Rt. 

36,00,000 

15,00,000 


254X),OOf 9.00.000 


t0% thereof 20.00,000 

71.00,000 


Ri. 

49,35,000 

51,00.000 

NiU 

48,00,000 

10,00.000 


1,58.35,000 


BLtd, 

Rs. 

5,00.000 

9,00.000 


7,20,000 


21,20,000 



(nr) Seoored Louu 


7t,(»fi00 




b/fd 

A B 
A* in B/s go,00,000 40,00,000 

Intnett nraived 4,00,000 

Valne of Stock, 73,60,000 

80%ofRs. 

92 Lact 


6,40,000 

36,00,000 6,40,000 

36,00,006 

(v> Unsecured Loans (23^ 

10,75,000 

■ ! ♦i' 


83,15,000 57,20^000 


(2) OoodwiU/Capitil Reserve ] 


Liabilities as above 

88,15,000 

57,20,000 

Equity shares to be issued to 

Preference shareholders 

Amount of Development Rebate 

•1,00,000 


Reserve ({Mesumably C Ltd. will 

get die bentfit) 

2 ,00,000 

91,15,000 

57.20y000 


AsMts taken over: 


A B 

Fixed Assets 


(assumed on 





book value 





bads) 

17,00,000 

34.00,000 


♦ 

Current 





Assets 80% 





of book vidue 

14,40,000 

33.60,000 




31,40,000 

67,60,000 

31,40,000 

67.60.000 




(O’wiD) 59,75,000 (C.R.) 10,40.000 

Net for the two companies 


49,35,000 


UastratioB : The following are the 

summarised Balance Sheets of M Ltd. and N Ltd. 


MUd. 

NLtd. 


NUd. 


Rs. 

Rs. 

!U. ■’ 

Rs. 

Share CUtdtal 

40,000 

20,000 

Sundry Assets 42^;000 

33,000 

Profit ud Loss Account 

5,000 

— 

Shares in N . 


Creditors 

15,000 

6,000 

Ltd. TQ/m 


Loan-'HUd. 

10,000 


Loan-N Ltd. 8.000 


LogikrPltd. 

— 

8,000 

Profit & Loss A/c •— 

1,000 

Rs. 

70,000 

34.000 

Rs. 70,000 

34^000 



it 

I IIIm whole at tiie ihuet of M Ltd. are held hy H Ltd. and dw entfae aiiide 
apital of N Ltd. b held by M Ltd. 

A new company MN Ltd. it fonned to acquire the randry aaieb and ondHon 
f M Ltd. and N Ltd. and for this purpose, the stindiy assets of M Ltd. are revalued 
Rs. 30,000 a^,^oie of N Ltd. at Rs. 20,000. The amount of the loan due H Ltd. 

I alio to be dbdiaiged in shares in the new company; the debt due to M Ltd. b 
Iso to be similariy discharged. 

Show the journal entries necessary to cloae the books of M Ltd. and N Ltd. 


Bpeksof NUi. 
Jannsl 


sqlipation Account 
. To Sundry Asseb Account 
undry Assets transferred to Realisation 
mount on sale of business to M N Ltd. 

Dr. 

Dr. 

Rs. 

33,000 

Gr. 

Rs. 

33,000 

«diton Account 

To Realisation Account 
nndiy Creditors transferred to Realisa- 
« Account on sale of business to MN 
d.) 

Dr. 

6,000 

6^000 

>ILtd. 

To Realisation Acoount 
mount of purchase consideration teceiv- 
? from MN Ltd.) 

Dr. 

14,000 

14,000 

areQqrital A/c 

^0 Sundry Shareholders (M Ltd.) A/c 
mhntof Share capital transferred to 

Dr. 

20,000 

TOfiOO 


idty shareholdos account) 


sdry Shardioldert (M Ltd.) A/c 
To Realiaatioa: Acoount 
Profit ft Loss Acoount 
MS on realbatkm anddeUt hshimw of 
lAt ft Loss Acoount tmniftmd to Share- 

den A/c 


13.000. 

1.000 


Dr. 


14.000 



Stutfet'inTMM Ltd. Dr. 

To MN Ltd. 

(Amount of purdiHo coondention noeived 
jn ilMum of MN Ltd.) 

Sundry Shardudden (M Ltd.) Account Dr. 

Loan (M Ltd.) Account Dr. 

To Shares in MN Ltd. 

(Amount payable to shambolden ft Loan 
from M Ltd. dtscharted by iisiie of shares 
inMNLtd. 


144)d0 


HOOO 


6 /NO 

1,000 

14/no 


Beaks aTMLH. 


Realisation Account Dr. 

To Sundry Assets Account 
„ Shares fai N Ltd. Account 
„ Loan to N Ltd. Account 
(Sundry assets, shares in N Ltd. and Loan 
toN Ltd. transferred to the Realisation 
Account on sale of business of MN Ltd.) 


Creditors Account Dr. 

To Realisation Account 
(Sundry Creditors transferred to Realisa* 
tkm Account on sale of business for MN Ltd.) 


70,000 

42,000 

20^000 

1,000 


15/100 

15,000 


MN Ltd. Dr. 

To Realisation Account 
(Amount of purchase consideration receiv 
able firom MN Ltd. on transfer of sundry 
assets and creditors vide agreement dated.) 

Shares in MN Ltd. Dr. 

To MN Ltd. 

(Amount of shares in MN Ltd. recdved 
fhun MN Ltd. in settlement purchase 
oonuderatioiL) 


Shares inMNLtd. 

'' To Realiution Account 

liMionnt of shares in MN Ltd. received 
ag^Mt tavastment in shares in N Ltd. ft 
^gwNLtd. Rs. 6,000 ftRa. 8,000 
respiclively.) 


Dr. 


is/no 

15/100 


15/IOi 

15/100- 

V 


14,000 

14/100 



IS 


Sibniioliien (H Ltd.) Aooouitt 
To RwUirtBn Accoant 
Lo«i oa raiUMtioB tnuMforred to iluue- 
boldin aooooat.) 


ShiM Oq^ Aooonnt 
.*rdk A Lorn Aoooont 

To ShiitlioMers (H Ltd.) A/o 
(Baluoe of Sliare Oipha] and Profit A 
.xiM Aoooont tnnrferredto Shanfaoklen 
Aoooont) 


ShaidiaklaiB (H Ltd.) A/o 
.6^(HLtd.) 

To ahaiM in MN I4d. 

D^tribotioo of the ■haiea reoeived from 
MNf Ltd. and from N Ltd. 


Dr. 26,00b 

26k000 


Dr. 40,000 

Dr. S,000 

45,000 


Dr. 19,000 

10,000 

29,000 


WofUi«No«aa: 

lotdaof NLtd. 


0 

To Sondtj Amta 

BaalbMtiM AeeonnI 

Ra. 

33,000 By CreditMa 
„ MNLtd. 

„ Shareiioldeia (M Ltd.) 
Aoooont (Loot on Reap 
UrntiOQ) 

Ra. 

6/100 

lAOOO 

13/100 


33,000 

33^000 

To RealiMtkm Aoooont 
, PraAt A Lo« Aoooont 
. ShanaiaMMLld. 

■fciMiia (M Ltd) Acconot 

Rs. 

13/100 By Share Capital 

1,000 

6,000 

Ra. 

201000 


20/100 


HO 

olbMpiallNIifil 

LMH-MUd. 

,8/100 By Bataaeo b/d 

lyOOO 



u 

iSo6kM9tMUL 

p— AecoHl 



Rs. 

Rs. 

To Smidry Anets 

42,000 By Creditors 

IMIOO 

„ Shares in N Ltd. 

20,000 „ MN Ltd. (purchase 


„ Loan to N Ltd. 

8,000 „ consideiatioa) 

13.000 


M Shares in MN Ltd. 

14.000 


„ Shardiolden A/e 

26,000 


(Loss on RetUsidioii) 



TOflOH 

70,000 

Snniry Shas^olian AcotMl 


To Realisation A/c 

26,000 By Share Cafdtal A/o 

. 4O.Q00 

H Shares in MN Ltd. 

19.000 „ Profit * Loss A/b 

S.OOO 


45,000 

45,000 

Loan—H Ltd. 



Rs. 

Rs. 

To Shares in MN Ltd. 

10,000 By Balance b/d 

10,000 



mmmmmm 

lUastration: 



Given below are the Balance Sheets of Cannibal Ltd. and Priest 

Ltd. as Oh 

March 31,1977 effective from which date oa absorption takes place whereby 

Ltd. takes over Priest Ltd. 



BafaMce Sheets of Csasdbal Ltd. 


Share Capital: 

Fixed Assets: 

3.00,000 

XfiOO Equity Shares of Rs. 10/- 

Inve«ments(Atcott) 


cach ftilly paid 

3,00,000 1,000 Equity shares in 


Reserves and Surplus: 

Priest Ltd of Rs. 10/- 


Dividend Equalisation Rs. 

each ftilly paid 12,000 

i 

Reserve 30,000 

D^MSture stodc 

. ( 

Oeneral Reserve 40,000 

InPriest 


Profit & Loss Afe 10,000 

Ltd. (Bsoe value 



1,00,000 Rs. 20.000) 18,000 


Bil^ Payable 

10,000 Odiers 10.000 

40 ^ 

Other Sundry credit balances 

90,000 - 



Correot assets, etc. 

3 , 60^000 


7^.000 TMOO 



BdunSkMl«rPriM« LM. fti. 


Share Capitnl f 

Rs. 

Fixed Assets 

4,^,000 

4ft000 Bqnity Sharea of 

Rs. 10/-each ftally paid 4/10.000 
500 PraL Shares of 

Ra, 100/- eidk ftdly paid 50,000 

4,50,000 

Curroit Assets: 

Bills Receivable 5,000 
Others 2,90,000 

2,95,000 

Reserves and Snrptns : 

Profit and Loss A/e 


Mkcellaneous 

Expenditure: 
Preiimiaary exposes 

5.000 

(sabject to payment of Eqhity 
nod Preferenee divideoda) 
iMentore etoofc 

Other credit belanwn 

■ 1 

1 .00.000 

60,000 

90,000 

7,00,000 

7,00^000 


The wholto of theuaderttkiiigof Prktt Ltd. k tikoi over by Cuinibel Ltd. on 
the feilowiiif buk: 

The equity eluueholden of the Prieet Ltd. to 

(1) get in f^ntiihai Ltd. equity iheree of Re. 10 each based on the intrinrie 
value of shares of Priest Ltd. after the Preference dividend @ and 
equity dividend @ 12% are paid by Priest Ltd. 

(2) Prefe r ence shareholders and debentnrebolders of Priest Ltd. to get respec¬ 
tively Prefere n ce shares of Rs. 100/- each and Debenture stock of equivalent 
value in Cannibal Ltd. 

Half rtf' Bills payable of Cannibal Ltd. consist of Bills drawn by Priest Ltd. 
Current assets of Priest Ltd. include debts for Rs. 2,000/- which are to be written off. 

Show the Balance Sheet of Cannibal Ltd. after the absption k effectuated. 


Batanee Sheet ef Cannibal Ltd. 

IMMitUs A Coital Rs. 

Shan Ospital Authorised, ? 

ImMd, siriwcribed ft paid up ; „ ^ 

nisOO Bquity shares 9,29,000 

oTRs. 10 etph ftiUy paid 
die above 42j900 shares 
have been ksued for consi¬ 
deration other than cash) 

. 510 Rrefe r enoe shares Ra. 100 

endk folly paid 50,000 

Reaerve ft Surras: 

Capital Reserve 1.000 

Dividead Equalisation Reserve 5(^000 

Qeoenl Reserve 40,000 

Profit ft Loss Aooonnt 11,2^0 

Seoumd loans Debentun Stock 4(^000 

IHkaeaied ~ 

Canent liabilities ft Provisions 


JUllB Finable 


5.000 


Other credit balancies 




1,80.000 

13/16,200 


(after absorption) 

Asstts Rs. 

Fized Assets T.OCMXX) 

Investments 10,000 

Current Assets, Loans ft 
Advances 5,96,200 


13.06,200 



u 


• 

N0ta : 



(1) Nstvorth of Priest Ltd. 



Eqirity cipital 


dWyiBB 

PntHtLnm Aeoooat twkaoe 


13)3)0 


Be. 

5,003)0 

Ltu: Difklead oo Prefimaca Gepitil 

5,000 


Iqoity Dividead 

48,000 


BadDfbU 

2/XO 


Preiinum^ Expenses 

SfiOO 

003)0 



43)3)0 

Leu : Amount due to Cennihel Ltd (1/40) 


11,000 

Amount due to outside skarefaolden 


4^,000 

No. of sheres to be issued to ontskk dierdioldees 

of Priest Ltd. 


423)0 

(2) Current Assets of Cannibal Ltd. 


Rs. 

As per lari baknoe sheet 


3,5^000 

Add dividend received from Priest Ltd. 


13)0 



3,613)0 

Current Assets of Priest Ltd. 



As iw lari balance sheet 2,95,000 


Last: Iater<o bills payable 



53)0 



Baddebta 2fi00 

Payment of 



Dividends 93fi00 iOfiOO 



% 

5,963)0 

(3) ProOtand Loss Aoeeuat-Cannibal Ltd. 



as per last Balance Sheet 


103)0 

Add Divideiid from Priest Ltd. 


13)0 


113)0 , 


(4) CaptelProfit: 

Rs. 

Surplus on Canoellation of Priest Ltd. 


Debentuieo (203)0-183)0) 

2i000 

Leu: Loaaonoanoeliationofeqottyshnfaoer 


Priest Ltd. (Rs. 12,000-113)0) 

?.ttio 


MW 



teriM li CMt af liiMnd lacNilfMlliB : On t Kfaeme of reco mtn tctkm bdag 
•doplad (thtOBgh qwGW nwhitioii oonflmed by the Court), the cntrice to be paaied 
■n: 

1 . Oebtt Shan Coital Aoooast asd Credit Capital Rednctkm Aooaaat (or 
Reveuetmetien Aoooimt or Reorganiaatioii Account), with the amount of the reduo* 
tiod aaade. However, if the description at the share capital b changed, say, from 
6 % P t sfefSBoe Share Capital to 7% Pi^erence Share Capital it would be better to: 

Debit the original Share Ca{dtal Account so as to close it, credit new share 

Cqiital Aocoont with the amount treated as paid up; and to Credit Capitd 
. RedBctkm Acooent with the dtffisreoce. 

2. An appreciation in the value of an asset or reduction in the amount of a 
liabUi^ should be debited to the account concerned and credited to Capital Reduction 
Account (which should incfeiably then be termed as Reconstruction, Accoupt). 

3. Write off all flotitioas assets (including Goodwill and patents) and eliminate 
all over valuation of assets by crediting the accounts concerned and debiting the 
rf piral Reduction (mr Reconstruction) Account. For this purpose, any reserve qipear* 
ing in the books ai the company may be used. If any balance is left in the Q^lal 
Reductiim (w Reconstruction) Acrount it should be transferred to the Capital 
Reserve Account 

While preparing the balance sheet of a reconstructed company, the following 
points are to be kept in mind:— 

(a) After the name of the company, the words “and Reduced’* should be added 
eniy if the Court so orders. 

(b) fti case of fixed assets, the amount written off under the sdieme (fftecoBs- 
tmetion must be shown for five yean. 

UnitTsrisB; The Balance Sheet of A A Co. JJd. as on 31'12*84 is as follows: 


Aistis 

Rs. 

Rs. 

Fixed Assets; 


, 

Ftediold property 

AOSfiOO 

■ • f. 

Float 

30,000 


Fatents 

37,300 


GoodwiO 

1,30,000 

6^4^500 

Tnuled Investments (stoort) 


53,000 

Current Amets: 


Debtors 

4,13,000 


Slosk 

4,25,000 

' ' 

; ' V Dsftrred AdvertUag 

i,OReoo 


Frofit end Lose Account 


4Ji5j000 


Tothl 

21«42,300 



Uobattiu 
Shan Capital: 


4,000 6% Cumulative Prefaenoe 

4/10,000 

, , 

Shares of Rs. 100/- each 


75,000 Equity Shares of Rs. 10/- each 

7,50,000 

11,50,000 

6 % Debentures (Secured on Freehold 

3,75,000 

- 

Property) 



Aoomed Interest 

22,500 

3,97,500 

Cumnt LiaMUties i 


f j 

Baak Overdraft 

1,95,000 

■ 1 

Creditore 

3,00,000 


Directors* Loans 

1 ,00,000 

SfiSJOOO 


Total 21/43^ 


The Court approved a Scheme of re-organization to take effect on 1-1-1977, 
wbenby; 

(i) The Prerenncc Shares to be written down to Rs. 75/- eadi aod Equity Shans 
to Rs. 2/- each. 

(ii) Of the Prefereoce Shan dividends which an in airean for fonr yean, 
thne fourths to be waived and Equity Shares of Rs. 2/-each to be allotted for the 
rsMahifng quarter. 

(iii) Accrued ioteiest on debentuns to be paid in cash.' 

(W) Debentun-holden agreed to take over freehold pr o p er ty , bodlc'value 
Rs. 1,00,000 at a valuatUm Rs. 1,20,000 in part repayment of their hidings and to 
provide additioiial cash of Rs. 1,%,000 secured by a floating dhaige on eon^aiqr’s 
uaets at an interest rate of S% PA. 

(v> FUsnts, Goodwill and Deflnnd Adveitisins to be written off 
(vO Stock to be written off by Rs. 65,000/- * 

(viO Amount of Rs. 68.500/- to be provided fmr bad debts. 

(vUi) Remaining freehold property to be re-valued at Rs. 3,87,500 . 

(ii) Trade Investmeiris be sold for Rs. 1,40,000/- 

(x) DiwctMi to accent setthHneat of their loans as to OOtdtharnf by allwHuuMit 
^Bqqity Shares of Rs.^-each and as to 5% in cash, and balaaoe 5% being waived. 

Od) Then wen Capital fioaunkmeats totalling Rs.2,5O,O0Q/*. Then eontmets 
an to be ■«*«****»* on payment of 5% of the ooatract price as a penalty. 

. (si) Ignon taxation and oost of the scheme. . , 

Yon an requested to show Journal mtries reflecting die drove tiunsartlons 
(Idifludtag cash transaotioni) and prqmn the Balance Sheet dm coatyany aftn 



Cr. 

Rs. 


1984 

Dee. 31 Equity Share C^iittd Acooont (Re. 10) Dr. 
To Cafrital Rednctioo Acoonat 
Equity Share Qqrital A/c. 

Qleduction of equity ehaiei of Re. 10 
eudi to Aarei of Re. 2 each taper 
Reconetmotioo Scheme dated.........) 


Dr. . 
Re. 

7.S0.000 


6 % Cum. Prdereoce Share Capital Dr. 4,00,080 
Deo. 31, Account (Rs. 100) 

To Qqiital Reduction Account 
To Pref. ahare Capital A/c 
(Reduction of preference tbarea of Rs. 

100 each to shares of Rs. 7S each as 
per Reccmstruotion Scheme) 


Freehold Property A/c Dr. 82,300 

To Capi^ Reduction A/o 
(Appreciatkm in the value of Property : 

Book Value Revalued Fifore 
Rs. 1,00,000 Rs. 1,20,000 

Rs. 3,23,000 Rs. 3,87,300 


Total 4,25,000 5,07,300 


(Profit on revaluation Rs. 82,300) 


„ 6% Debentures A/c Dr. 1,20,000 

To Freehold Property A/c 
(Cteims of debenture-hoMers, in part, in 
reepeet of principal disdiaffed 1^ 
tiaMfbr of freehold property vide 
Scheme of Reconstruction). 


Accrued lalereit A/o Dr. 22,300 

To Bank 

(Debe n tu r e interest paid) 


Bank A/o Dr. 1,30,000 

To 8% Debentqref A/c 
(8% Debeotni^ oaah) 


6 , 00,000 

1,50.000 


1 , 00,000 

3,00,000 


82.500 


1,20,000 


22,300 

1,30,000 




Dr. 1^.000 


Dee. 31 BenkA/o 

To Trade lavettmenta Aooonnt 
To Cafrital ReductioD Aoconnt 
(Sale of Trade lavestmoitt for Re. 
1.40,000, cost being Re. SS,000; profit 
credited to Capital RedocUon Aoc^t). 


» Directors* Loan A/c Dr. 1,00,000 

To Equity Share Oqjital A/o 
To Bat . 

To Capital Redoctioa A/c 
(Directore* loan discharged iy issue of 
equity shares of Ra, 90,000, cash pay¬ 
ments of Rs. S.OOO and surrender of 
Rs. 3,000, vide Scheme of Reconstruc- 
tion) 


„ Capital RediM^on Aoconnt Dr. 24,000 

To Equity Share Capital Account 
(Arrears of preference dividends satisfied 
by the issue of equity shares, 23% of 
the amount due, Rs. 96,000) 




90,01 

5.« 


24,0 


Capital Reduction A/c 
To Patents 
To Goodwill 
To Deferred Advertising 
To Stock 

To Provision for Doubtfbl Debts 
To Bank 

To Profit & Loss Account 

(Writing ott patents, goodwill, deferred 
advertising, profit and loss account and 
reducing the value of stock, making the 
required provision for doubtlbl debts 
and payment for cancellation of cardtal 
commitments). 


Dr. 8,48,500 


37.5 

1.30,0( 

1,00,01 

6S,0( 

68,5( 

12,3( 

4.35.a 


Balaace Sheet of A ft Ca. Ltd. (After 

as oa 1st January, 1985 
UabUities R,. 

Oare Capital Fixed Aitau 

1,32,000 on Equity shares of Goodwill 

SH-ol- J.64,000 tysykMwirtCte. 


ofRceMnctioii 


Rs 

1.30>f( 




ft 

f »/Rl 2,44/100 

(Or tk« abov* 45/X)0 ihani have 
bMO iMMd te eoMidwatiim 


otbar tbanfluh)* 
4.000.4% 
IU.75eMh 

gfWC^Imw 9 


of 


4%DebMtant 
gy iMmtaiM 
UMMond Lout 
Cmtut UMhOumti 


Prafrt^mu 
Snadry Creditm 


3.00.000 

— Fradisid Property 

Add Appceoktioa under 
2,5s,000 the Scheme of Reooni* 
1,30,000 tmotkm 


Lett DbpoMdof 

3,00,000 

nest 

PMcats 37,500 

Lem: written off 
under the Scheme of 
Reoooetructioo 37,500 


4,2S/)00 

82,500 

5,07,500 

1 , 20,000 

3,87,500 

50.000 


Cunem Amts, 
Lomu it A/haneoM 
A. Current Aaeets 
Stodc in trade 
Sundry Debtors 
Less Provision for 
Doubtfhl Debts 

Cash at Bank 


3j60.000 

4,85.000 

68,500 4,16,500 

35,000 


12,49,000 


12,49,000 


Umlntlon: 

SJP. Constroctioo Co. Ltd. found itself in 
the sheet as on 31 Deoi 1984. 

Liabilities 
Share Capital 

)20/K)0 Equity Shares of Rs. 

(lOeaohftdlypaid 

Cum. Shares (ff 
Rs. lOenohfhUyjmid 
8 % Debentorea 87 
Loan f »m Dire ctors 
Trade Credi t o f s 
BeakO v wdr a fte 
Itteiest Payable OB Dab. 


financial diflBcohy. The following is 


Rs. 

Assets 

Ra. 


Land 

1.56.000 


BuUding (net) 

27,246 

2 /10,000 

Bgai^^ment (net) 

10,754 

60.000 

70,000 

Investments (Quoted) in shares 27.000 

80,000 

Stocks Work in Propesa 

1,20.247 

16,000 

Sundry Ddrtors 

70,602 

96,247 

Profit & Loss Account 

39,831 

36,713 


12,800 



5,11,760 


5,11,760 



M 

The enthMiwd cepjtal of the Co. it 20^600 Equity Shares of Re. 10 eadi and 
10,000 5 % Com. Preferenoe Shares of lU. 10 each. . ' 3 - 

Doriof a meetinf of iharefaolden St directors, it was deoMed 'tb tarry ont a 
scheme of internal reconstrootion. The following scheme has been agreed: 

(1) Bach, equity share is to be redesi|aated as a share of Rs;'2.3b. 

(2) The existing IfiOO Preference Shares sre to be exchanged for a new Moe of 
3,500 8% Camoktive B te ft re n ce Shates of Rs. 10 each and 14,000 Eqnity 
Shares of Rs. 2.50 each. 

(3) The Eqoif sharehoklert are to accept a reduction of Rs. 7.50 per share 
and subscribe for a new share on the basis of 1 for 1 at a price of Rs. 3 per 
share. 

(4) TheDebentnre holders are to accept 2,000 shares ofRs. 2.50 hi liea of 
interest payable. 

The interest rate is to be increased to 9)%. A forther Rs. 9,000 of this 9}% 
Debttitures is to be issued and tak«i up by the existing holders at Rs. 90 for Rs. 100. 

(5) Rs. 6,000 of directors Loan b to be cancelled. The balance is to be settled 
by issue of 1,000 Equity Shares of Rs. 2.50 each. 

( 6 ) Goodwill and the Profit A Loss account balance are to be written off. 

(7) The investment in shares h to be sold at current market value of Rs. 60,000 

( 8 ) The bank overdraft is to be repaid. 

(9) Rs. 46,000 is to be paid to trade creditors now and balance at quarterly 
intervab. 

( 10 ) 10 % of the debtors are to be written off. 

(11) The remaining assets were professionally valued and should be included in 
the books of accounts as follows: 



Rs. 

Land 

90,000 

Building 

80,000 

Equipment 

10,000 

Stock A, work in progreu 

50,000 


' (12) It b expected that due to changed conditions d new management operating . 
profit will be earned at the rate of Rs. 50,000 p.a. after depreciation but ■ 
before interest and tax. 

Due to losses brought forward it is unlikely that any tax liability, will arise 
until 1987. 

Yon we raqaired to Aow the necessary Journal entries to effect the recoastracy 
tion scheme ; prepare the Balance Sheet of the Co. ipomediatdy after the recenstrue^ 
Mon. 
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8^. Cojutrvetioo Co* Ltd. 


Bqahy diue capitd (Ra. 10) Dr. 

To Equity ihare oupitul (Ra. 2.^ 

(20fi00 Equity ahana of Ra. 10 aich 
otmvurted into 80,000 equity aharaa 
of Ra. 2.30 each vide Boarda Raaolu- 
tkm under the achemeof Recoaatruo* 
tioa dated...) 

Equity ahare capital A/c Dr. 

To Capital Reduction A/c 
(Equity ahareheldera rigbta to Ra^ 10 
ahuea reduced to a ahare of Ra. 2J0 
vide Boarda Reaolution dated..., the 
amount of aacriflce credited to Capital 
Redaction Account) 

5% Pr e fe ren ce ahare capital A/c Dr. 

To 8% Pref. abate capital A/c 
M Equity ahare capital A/e 
(S% Preference ahare capital converted 
into 3,300 8% Preference chares of 
Ra. 10 each and 14,000 Equity shatea 
of Ra. 2.30 each vide Boarda Reaolutkm 
dated...) 

Bank A/c Dr. 

To Equity Share Capital A/c 
„ Share Premium A/c 
(20,000 Equity shares of Rs. 2.5 each 
issued for cash at a premium of Re. 0.50 
per share vide Boarda Resolution dated...) 

Interest Payable on Debentures A/c Dr. 

To Equity Share Oq)ital A/c 
„ Capital Reduction A/c 
(2,0(10 Equity shares of Rs. 2.30 each 
issued in (U1 & final settlement of 
interest payable, balanoe credited to 
CoiMtal Reduction Account vide Boards 
R^ntion dated...) 

Debmitntes A/c 
To 9i% Debentures A/c 
(8^ Dabeart^ converted into , 


Dr. 

Ra. 

2,00,000 


1,30,000 


70,000 


60,000 


12,800 


. 80,000 


Cr. 

Rs. 

2,00,000 


l,50,000i 


35,000 

33,000 


30,000 

10,000 


5,000 

7,800 


80,000 
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Bulk A/c 

Dr. 

8,100 

QvitalAedinetiottA/e 


900 

To 9|% Ocbuttofw A/e 
(Rs. 9,000 Dcbentuns bncd nt n 
discoont of 10% for caih vide Boards 
Rcstdutioa daM...} 

Loan from Dinotors A/o 

Dr. 

16,000 

To Capital Badnotioa A/o 
„ Share C ^ftal A/c 

M Share PreBinai A/o 
(Rs. 6flO0 at diraeton oredited to 

Oqdtal Rednctioo Aoommt, 1,000 
Equity shares of Rs. 2.50 ea^ issued 
io eettlemeot of the halanoe due, 

Rs. 7,500 medited to Shan Pmadum 

A/c vide Boards Resolntkn dated...) 

Bank A/o 

Dr. 

60,000 

To Investmoit A/c 
„ Capital Reduetion A/o 
(Investments sold for Rs. 60,000 profit 
on sale credited to osfdtal reduction 
A/c) 

Bank Overdraft (loau) 

Dr. 

36,713 

Sundry Creditors 

Dr. 

46,000 

To Bank A/o 

(Payment of Bank oveidarft Rs. 36,713 
ft Rs. 46,000 paid to Sundry Creditors) 
Brdiding A/c 

Dr. 

52,754 

To Capital Reduetioo A/o 
(Appreciation in the value of the build- 
ini under the edieine of reconstruction 
dated«) 

Capital Reduction A/c 

Dr. 

2.43,891 


ToOoodwOI 
„ Profit ft Lom A/c 
u Laod 
„ Equipment 
„ Stock 

Sundry Debton 

(Amounts written off cm watousneti 
nod the nmoont. of foodwiU and deUt 
bnlmoe'cf fioftt ft loM'toeonat writtea 
off nndtf MiMaM of rocoostn^tloB 
dnted.) 


9.000 


«.000 

2.500 

7.500 


27,000 

33,000 


82,713 


52,754 


60,000 

39,821 

66,000 

754 

70,247 

7,069 



ss 


W«cfcli«(Me:, 

' 





Capital Reduction Account 



' f 

Rs. 



Rs. 

ToCtoqdvrU) 

6(LQ00 

By Equity Share Capital A/c 


„ Profit ft Low A/c 

39,821 



1,50,000 

„ Sundry Dd)ton 

7,069 

„ Debentnn Interest 


7,K)0 


66,000 

„ Directors Loan A/c 


6,000 

..Eqaipmcnt 

734 

m Investments A/c 


33,000 

„ StodE in trade 

70,247 

., Building 


52,754 

„ Debentures (1^) 

900 




„ C^tal‘Reserve 

4,763 





2,49,554 



2,49,554 

Bslance Sheet af S.P. CenstiecHon G>. Ltd. 




(after recenetn 

■etion) as on. 



UabllUUs 

Rs. 

Auets 


Rs. 

Shsre Capital 


Fixed Assets 



Inned nibscribedft 


OoodwiU 

60,000 


paid up 


Less written off under the 



57,000 Equity shares 


scheme of Reconstruction 

60,000 

— 

ofRs. ISOeadiMly 


Land 



paid 

1,42,500 

Lem written off under 

1,56,000 


(37,000 shares issued on 


the scheme of 



conversion ft claims 


Reconstruction 

66,000 

90,000 

against the company) 



— 


Preference share capital 

35,000 

Building 

272,46 


Reserve ft Surplus 


Add An>reciation under the 


Stare Premium 

17,500 

scheme of Reconstruction 

52,754 

80,000 

Capital Reserve 

4,763 

Equipment 





Less written off 

10,754 


Secured Loans 


under the sdieme 



Debentures 

89,000 

of reconstruction 

754 

10,000 

Unsecured Loans 


Investments - 





sold during the year 

27,000 


Current liabilities 


Current Assets 

27,000 

—• 

ftProvUdns 


Stock in trade - 

— 

50,000 

Sandty OredHots 

50,247 

Sundry Debtors 





(Rs. 7069 written ofi) 


63,623 



Cash in hand 


45,387 


3,39.010 


3,^^010 




Altenuth* Coma hi tte c«m ofcxtHMd ncaMtaetiM: The foDof^i coiw 
may be adopted for cloaiog the hooka of ^ company which ia behi| k<jeoiiktrhotec 
externally: 

1. Tranafer tiieataeta and UaUlitiea taken over by the new company tOi 
ReaHntkm Acconnt Credit Realhatkm Aeconnt with tte pntdiaae'ea^ 
delation, debitlpf the new oompoqr. 

2. Loaa on lUaliaation Aoooont b tranaferred to the Recona tm c U on Acconnt 
To thia account alao are tranaferred aaaeta of no value i^ipeariiif in tbi 
bookaof‘*‘e old company. Any pn^or Ion on payment to creditor 
(not takeii^ over by the new company) and profit or loaa,on reaUaation o 
aaaeta not taken over by the new company are abo tianalhtfed to the 
Reconatmetion Aoooont. 

3. The babutoe in Reconatmetion Aceoant b ttanaferred to Preference Share- 
bolden Account and Equity Sbareholdera Acconnt according to their righti 
(legal or contractual). 

4. Paymenta are ^en made to the ahareholdefa. 

Far UhutratioH 20.13 tee pp. 921 ef Ainmcei Aeeemtt by Slmkla 
Oretval). 

It ia comidered, however, that b iM neceatary to follow thb oonrae—atqia 
already given above ahould aufilioe. 


Mnrtratfaa: XY Ltd. b fotmed to take over of bnaineaa of X Ltd. and Y Ltd. 
on Slit December, 1972 The balance abeeta of the companies are given below: 



XLtd. 

YLtd. 


XLtd. 

YLtd. 

Share C^rftal (aharea 






of Ra. lOOeadi) 

3.00,000 

4,00.000 

Sundry Aaaeta 

7,20,000 

5,00,000 

Reserves 

2,15,000 

30,000 

1,000 Shares 
in YLtd. 

1,15,000 


Lbbilities 

1,20,000 

2,00,000 

1,000 Shares 
in X Ltd. 


1,50,000 







8,33,000 

6,30,000 


8,35,000 

6,50,000 


XY Ltd. will haue abwof equal to dmt net aaaeta taken over on the baab of figures 
given ab^ve. Determine bow much amount will be received by the outaide ahaie- 
holdera ofthe two corapaniea. 

Salnllcn: The net aaaeta (exdodins: inveatmenti of 

the two oompaniea are) X Ltd. Ra. bJOOjOOO 

Y Ltd. Ra. ^00,000 

Outaide sharefaoldeia in X Ltd. have an htereat ia Y Ltd. and ootaide ahaie- 
holdera in Y Ltd. have an interest in X Ltd. Their interest will be detemined u 
f<ak»n: 

, m aaaeu'orx LtiL. 8ay,X«-fi/)0,000+l/4*ofnet aaaeta of Y Ltd., any Y 
d V-3/X)/)00+l/SX 



Y-*3;DO;eOO’f 1/5 (6.Q0.000-(-l/4Y), tubMitoUat Um vaioo of X: 
-3.00,000+1.20,000+1/20Y 
-4»20W>+J/20Y 

20Y-t4.00.000+Y. mnltiiriyiiig botli tide* by 20 
19Y-84.00^000 
Y-4,42.105 

X-6.00.000+1/4 x4.42.105 
-7,10,526 

Ootijden in Y Ltd. will get Ra. 4,42.105 leu 1/4 due to X Ltd or. Rs. 3,31,579 
Outliden in X Ltd. will get Rs. 7,10,526 less 1/S due to Y Ltd. or Rs. 5,6>,42l 


Total being net assets of the two Companies Rs. 9,00,000 
Umtratkw : P Ltd. absorbs N Ltd. on 31st Decunbcr, 1982 on the bssis of 
the following Balance Sheets : 


Balance Sheet of P Ltd. 


LhAUltUt 

Rs. 

Assets 

Rs. 

Share Capital: 1,00,000 


Cash at Bank 

50,000 

shares of Rs 5 each 


Stock-in-trade 

1,90,000 

fully paid 

5.00,000 

Book Debu 

2,00,000 

General Reserve 

1,45,000 

Investments : 


Trade Creditors 

3,00,000 

90 shares in N Ltd. 

45,000 



Others 

30,000 



Debentures in P Ltd. 

30,000 



Fixed Assets 

4,00,000 


9,45,000 9,45.000 


Share Capital: 360 shares 

Balaace Sheet of N.LU. 

Cash at Bank 

20,000 

of Rs 500 each fhlly paid 

1.80,000 

20,000 shares in P Ltd. 

1,00,000 

Debentures (Rs. 1,000) e^ 

2,00,000 

St^-in-Trade 

1,90,000 

Trade Creditors 

2,00,000 

Book Debts 

2,50,000 


Profit ft Lou A/c 

20,000 

5,80,000 

5,80,000 


The Scheme of Absorption was as onder: 

(i) Prior to the scheme, P. Ltd. was to declare a divided of 20%. 

(ii) For every share in N. Ltd., 80 fblly paid shares in P. Ltd. were to be 
bsoed. 

(iiOPbreaefa debenture In NLtd. 10 7t%. Prefswnc e Aaies trf* Rs. 100 eadi 
wen to be tsBued. 



Is 

DirectonofP. Ltd. decidMto revslnetbo dtant N. Ltd. aeoeidiag toflwir 
intriiinc vahie jnit befon the abtorptiMi. 

Draw up the Balance Sheet of P. Ltd. after the abtorptidn h completed. 

Selutioa: 

Bahmee Sheet of P. Ltd. ae at 31et Dec., 1982 


uobams 

Its. 

Assets 

Jts. 

Share Capital: 




1/11,600 Equity shares 


Fixed Assets 

4,00,000 

Rs. 5 ea^, folly paid 

3,08,000 

Investments 

30.000 

7}% Preference shares 


Stock 

3,80,000 

of Rs. 100 each fblly paid 


Book Dd>ts 

4,50,000 


1,70,000 

Cash at Bank 

70,000 

(Ail the preference shares 
and 1,600 equity shares have 
been issued for consideration 
other than cash) 

Share Premium A/c 

752 



Capital Reserve 

26,248 



Gmeral Reserve 

45,000 



Sundry Creditors 

5,00,000 


a 

Dividend Payable 

80,000 




13,30,000 


13,30,000 

Working Notes ; 




(/) Profit or Loss on Stares in P. Ltd. 



latriniek value of shares of N. Ltd. 





P. Ltd. 

N. Ltd. 



Rs. 

Rs. 

Total Assets as given 


9,00,000 

4.60,000 


(except eharei) 

and Dividend receivaMe from P. Ltd ; 20,000 

9,00.000 4,80,000 

Less Liabilities P. Ltd. N. Ltd. 

Rs. Re. 

Trade Creditors 3,00,000 2,00,000 

Dividend Payable 1,00,000 

Debentures 2,00,000 4,00,000 4,00,000 

•5,00,000 80,000 

Let the total net aesels iacluding sharas be p ia case of P. Ltd. and n in case of 

N. Ltd. Then. 





p-S^.000+l/4a,*^aiid 
11-80,000+1/Sp: 
n««nb00+J/5 (5,00^000+1/40) 
0-80^000+1.00,000+l/20n 
-1,80,000+1/200 
2Qn-50.0(WI00+o 
190-36,00,000 
0-1,89,475 

Yohie of 90 iharef 1,89.475 x ^ 

Book value of 90 sharet 

Profit treated as capital profit 

(2) IntrUuie lakit ef mm ahart ta P. Ijd. 
Assets of P. Ltd. as givea above 
Add 1/4 receivable frooi N. Ltd. 


21,600 

20,000 

1,600 


lotriosic value of ooe share 
(5) Purchase CotisIderatUm : 

Shares held by outsiders io N. Ltd ; 270 
No of shares to be issued 270x80 
Less shares already vrith N. Ltd. 

Addit tonal shares to be issued 
Amouirt 1,600 x 5.47 
Add Preference Shares for Debentures 
held by outsideis . 


Rs. 

47,369 

45,000 

2,369 

5,00,000 

47369 

5,47,000 

5.47 


8,752 

1,70,000 

1,78,752 


(4) Goodwtil or Capital Reserre: 

Business Purchase Account 



Rs. 


Rs. 

To N. Ltd. 

1,78,752 

By Cash 

20,000 

To Sundry Creditors 

2,00.000 

By Stodc 

130300 

To Share in N. Ltd.' 

47,369 

By Sundiy Debtors 

230,000 

To Debenture in N. Ltd. 

30,000 

By Dividend Psyable 

20.000 

To Qqtital Reserve 

23,879 



(' • * 

4,8^000 


4,80300 
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SELF-EXAMINATION QUESTIONS 

I ’' 

TMw dnctdoMan tatcwM <0(saU* tbaitiitat MlaitMi ka«wlaAF/,lM4m 
pnoaa«ii«toaMfNartliitHtpa|Mr. Aaawata ta Ifcaat gwy tl MW a x fd no i fcH 
loha.wrkMgraBbaMtdforavaliiaiioa, Aniwan an thiw at tlw tod., 

1. (a) ThtBalanceSheetofExeLtd. aafttSOtfaloiM, 1984lNMiaa<bEo<ia: 


Uabmu 

Ra 

Aueu 

Ra. 

Share Capiul (shares of 


Goodwill 

80,000 

Ra 100 each fully paid) 

4.00.000 

Land and Buildings 

L 10.000 

Oeoeral Reserve 

80,000 

Plant and Machinery 

2,50^000 

Profit * Loa A/c 

38,000 

Stock 

90.000 

Workmen's Compensation 


Book debts 

50,000 

Reserve (expected 


Underwriting 


liabiUty Rs. 8,000) 

15,000 

Commission 

10,000 

Fire insurance Fund 

60,000 

Prepaid Expensaa 

5,000 

Creditors 

70,000 

Cash at Bank 

1,18,000 

Provision for Taxation 

50,000 




7,13,000 


7,13,000 

The company it taken over by 

Wye Ltd. 

Determine the purchase consideration 


i 0 «acb of the following cniea: 

(i) AH aiaett ; oxcept cash, are taJceo over at the values stated in the balance 
aheet; and liabilities, except that for taxation, are assumed; 

(ii) Each shanfaolder is paid at Rs. 20 in cash and is issued six shares of 
Rs 100 each, valued at Rs. 120 for every flw shares held ; all assets and 
liabilities taken over; 

(fii) Bach share in Exe Ltd. is valued at Rs. 150, the purchase consideration is 
to be discharged in the form of shares in Wye Ltd. valued at Rs. 200 
(entries being made at par value of Rs. 100). 

Also show profit or lost on realisation in each case for Exe Ltd. Assume tiiat 
the liability for taxation in each case is Rs. 55,000 and expenses of liquidation amount 
to Rs. 15,000. ' 

(i) Rs. 5,07,000: loM on Realisation, Rs. 15,000. 

(ii) Rs. 6,5d,000: profit on Reaiisatkni, Rs. 61,000. 

(iH) Rs. 3.00y000: Loss on Reeltetkm, Rs. 2,95,000 (real prt^ being Rs. 5,000 
sinoe teal vahic of ifiiares reoeived'it Rs. 6,00,000). 

(b> What will be the value pJacedm Ooodwill by liiyettd. ineadi ofthe 
above cases assnmiag Laod4h BaOdingto bevahiedat Rs. 1,50,000 and 
PlantftMaehiiieryat Rs. 000 T[(i)RA 40,000 ;(ti) Rs. 1,36^ (W) 
CanitsI Reserve Ra 2,20g00^ 
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2. (a) ReddeM Ltd. it recoattrocted into Ctreftil Ltd. wfaicb eompuy takes 
over aUawett and liabUitJes of Reeklett Ltd. TheBalaaoe Sheet of 
that compaoy it at tmder on 31tt Decenber, 1983: 


UabUltks 

Rt. 

Asseu 

Rt. 

Share Capital (fully 


Patent Rights 

1 ,20,000 

paidaharesof 


Plant ft Madiinety 

5,00,000 

Rt. ICO each) 

10 ,00,000 

Stock 

1 ,20,000 

5% Debentures 

2 ,00,000 

Debtors 

60,000 

Cohort 

3,00,000 

Cash at Bank 

5,000 



Profit ft Loss A/c 

6,85,000 



Discount on issue of 




Debentures 

10^000 


15,00,000 


15,00,000 


Carefiil Ltd. it to iwue one ihare of Rt 20 each at fully paid for eadi than held 
in Reckkit Ltd. and the debentnreholden in Reeklett Ltd. are to receive 6% 
Debentures of the face value of Rs. 1,50,000. Canful Ltd will itnie to the 
ahareholden additional 20,000 share of Rs. 20 each. These iharet are fhlly 
tubteribed and oat of the tom received Rt. 1,00,000 it pakl to the creditor!. 
Ratent Rights are valuelets and Carefbl Ltd. adjust the value of Plant and 
Machinery at requited. What it the lots on realisation for Reeklett Ltd. ? 

Give the Babuice Sheet of Careful Ltd. after all above arrangementi have been 
pot through. 

(Lott on Realiiation Rt. 1,04,000. Total Balance Sheet of Careful Ltd. 
Rt. 9,30,000). 

(b) Make entries assuming the above arrangements have been approved by the 
Court without the formatioa of a new company. 

3. A Ltd. holds 30% shant in B Ltd. and B holda 33)% of ibaret in A Ltd. The 
net assets (excluding value of shares) of A Ltd. are Rs. 9,00,000 and that of 
B Ltd. Rs 5,00,000. BA Ltd. is formed to take over the busineas of both 
compsmies. Show bow much will be received by the outside shareholders of 
both companies. (A, Rs. 1,77,778 ; B, Rs. 6,27,222) 


Xikim Jdy 14, 1(M)6 o (Rav^ 
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ACCOUNTS OF BANKING COMPANffiS 

CMeral; For recording the tranMctiont • basking ccatpaiiy, the cfdiDaiy 
tulei of book-keeping apply, bat on aoooimt of the porticalar nature irf tranlsclioat 
it i* necessary that a bank should be able to know the position of a customer’s ace- 
oant at the end of each day. Accordingly, what is known as slip s>stem of posthv 
is employed. Each transaction is entered direct into the ledger from debit or credit 
slips—cheques, paying-in-slipi and credit notes.. The advantages td' the slip system 
posting arc that: 

(i) the slips are almost invariably filled up by outside parties. As sucIi, a 
great deal of the book-keeping is dose free of cost, #.g., paying-ihsl^ 
are prepared by depositon ; and 

(ii) the posting of the ledgw and snitint-np of the Day Book can be carried 
out simultaneously. 

The different types of accounts of cnitomers maintained by a bank ore : 

(a) Current Accounts, 

(b) Dqsosit Accounts, 

(c) Saving Accounts, and 

(d) Loans and Advances Accounts. 

For each type of accounts a separate ledger is maintained and if thdr number 
is large, more than one ledger for each type may be maintained. 

Apart from maintaining account of customers, a bank alto renders mitcellane- 
ou$ services to its customers which are listed below 

(a) Discounting bilb of exchange; 

(b) Collection of bills of exchsnge; 

(c) Accepting bills of exchange on behalf of customers; 

(d) Remitting emounts fofits customers, both inland and abroad ; 

(e) Iituiug letten of credit and trevellers’ bhequet; 

(0 Collecting dividends and interest on tevsstments; and 

(gl Making periodical payments on bihalf of customers under their insttno* 
tions. 

In addition, these days, aatiooalised banks in India accept compulsory dqwsita 
from income-tax payers; tl^ dq^oslts are passed on to the Reserve B^. Usd 
treatment U like (d) abo^. 

SoaM SpeaW Traasactioaa 

Diaeomtiac aad coQaetiM of MB: Among tte yarioas fimotkns oankd out by 
tl'e bank, the two important ones are those relatiiig to disconnting (ffbUlsaad 
acceptance and endonement of bills on behalf of oiatomets. 

A bank may Mther sbai^taway nwdiase a MB or any other credit MstromeDt 
from a onstnmer or may oeUact it ombsi bMialf. If it purchasee or discoiBits the bill 
the amount would be imaaetfaseiy cratited to tha^ ansooat of tbacustouMrkudia- 
count obar^ and debited to Dteouaied BlUa Account This uoconat is an aascL 
Pi the other head, a bdl Irto he coUeotad for « cuitoioer, riw pBticoIan oflbe hp 



be woo^d<^i»«iyaflirf^beafc Collictioe iUgiiiw**. Any 

b^ epit» voold not be r e quir ed mUl die bill ta oelkct e d. On ooUectioe, oeah will 
M mbited with th« full anioant reoehred and the ooetooier’e amount will be cnditad 
after dednctii^ the aaioiiot the commlmion, Neverdiekaa, to properly discloae the 
aaaelsof the bank, wfaidi alio woold Inolode bOla held f<w oollwtioo,aa at the end 
oftbeyear, aaweUastheoorroepandiiigiiabUi^of the bank to die cnatomer in 
respect of these bills, the aaects and liiUiUitiee will be disclosed in the andennen* 
thmed manner: 


I/oUlMcr tide : Bills for OoHeothm being bills reedvable as per contra. 

Autfs Midi : Bills Reeeivahle being Ulli fbr eoUaotion at per contra. 

BAate on MBs d lsce nated : Wh«a a bank diseoants a bill of exchange, the 
firil amount of the diseonnt earned is credit to the Discoont Account. But some of 
the bills disoounted may not have matured for payment by Ae close of the year: as 
a result, the amount of disoount in respect of snm bills w^d not have bem earned 
during the year. On this eonaideration, the unexi^nd portion of such discount is 
earned forward by debiting the Diacomt Aoeount and eraditing Rebate on Bills 
Diiooanted Account. The latter aooonnt is shown on the liabilities side of the 
BalanoB Sheet as inoome received whidi had not aeorwed before :the close of the 
year. All the commenoemoit of the period next following, the account is closed off 
by transfer to the Discount Account. 


Suppose the following is an extract from Trial Balance of A.B.C. Bank Ltd. 
as at 31tt December, 1984 : 


Rs. Rs. 

Bill dheonnted 12,64,000 

Rebate on bills discounted not due 

on Dec. 31st 1983 . 22,\60 

Discount received ... ... 72,708 


An analysis of the bills d i soon nt ed is as fallows; 



Amopa 

Due Date 

Rate of Discount 


Rs. 

mi 


(i) 

1.40,000 

March 7 

10 % 

(U) 

4.36,000 

March 14 

9% 

(iii) 

2.82,000 

March 27 

10 % 

(iv) 

4.06,000 

April 7 

9% 

lu order to 

determine the 

amount to he medited 

to the Profit and Lots A/c 


it is aecessaiy to first ascertain the amount . attributable to the nnexpired portion 
of the period of the respective Mlb. The workings are given below: 


.V 


(i) The MU is doe cm 7th March; hence the number of dtiyt, after Decembar 
31st, is 66 

Thedboonntcm Rs. 1,40^ for66 days.® 1^% per 


will be 



to NB«bet <>fd«ytiatteuBW | iim I pottiaa ioftbtbiflii^ 

Tbe discount oa Rs. 4,36,000 for 73 days d 9% per aiunim wfll be 
Rs. 7,848. 

(iii) Namber’of d« 3 fs in the noexpired portion of tbe period of tbe bill is 86. 
Tbe discount on Rs. 23^.000 for 86 days % 10% per annum will be 
Rs. 6,644, 

(iv) Number of days in tbe unexpired portion of the period of the bill is 97. 
The discount on Rs. 4,06,000 for 97 days @ 9% p.a. will be Rs. 9,710. 

The total discount attributable to the period not yet expired will be 
Rs. 26,734, the total of the four amounts mentioned above. 

Tbe amount of discount to be credited to the Profit and Lots Account will be: 


Rs. 

Transfer from Rebate on Bill Dlseonnted as on 31*12-1983 22,160 

Add Discount received during tbe year ended 31-12-1984 72,708 


98.868 

Leas: Rebate on bills discounted as on 31-12-1984 (see above) 26^734 

68,134 


The Journal entries will be as follows : Dr. Cr. 

Rs. Rs. 

Rebate on Bills Discounted A'c Dr. 22,160 

To Discount on Bill A/c 22,160 

(Being the transfer of Rebate on Bills l^tcoun- 
ted on 31-12-1983 to Discount on Bills Account) 

Discount oa Bills A/e Dr. 26,734 

To Rebate on Bills Discounted A/c 26,734 


(Being tbe transfer of Rebate on Bills Discoun¬ 
ted required on 31-12-1984 from IMsoount on 
Bills Account) 

Discount on Bills A/c Dr. 68,134 

To Profit and Lost Account 68,134 

(Being the r mount of discount on Bills trans¬ 
ferred to Profit and Loss Account) 

Not* : In the Profit and Loss Account, the discount on bills,will not appear 
as a separate item but will be inolnd^ in tbe heading "Interest and Die- 
count" oa the credit side. 

Accaptaace and ladersaaseat; A bank has a more acceptable credit as eom- 
Mied to that of its customers. On this account, it is often called upon to acc^ or 
endorse bills on behalf of the custraners. Jn snoha case, the bank undertakes a lia- 
'dllty towards the party which agrees to receive such a bill in payment c^a debt or 
Bgrees to discooat the bill after tbe same has been accepted by the bank As against 
Ais liabilhy. tbe bank has a correqMNidiaf claim afsbst die cnstoaser on whose 



baltttf. it 1m nadertakm to be • tMrty to the bOI. either u to eeoeptor oraaen 
eodo n er. Such liabilities which are oatataadtag it tiw dote oftte year and the 
oorreapoiidiiig aiaeta are ditcloaed in the Balance Seeet aa followt: 

iljMcff: "Conatitnenta* Uabilitiaa for afic^tancaa, endonementa and other oUiga* 
thma, u per contra”. 

UdUfttes : Acoeptanoea, j^tdorseiaenta and otiier obHgationa aa per contra”. 

As a safeguard against the customer not being able to meet the demand of the 
bank in this respect, naualty. the bank requirea the coatotner to deposit a secoiity 
equivalent to the amount of the bill accepted on his bdialf. 

A record <rf' the partioolars of the bills accepted as well as of the securities 
oolleoted from the customers is kept in the Bills Accepted Register. 

A bank may not treat this book as part of system of its accounts. In such a 
caw no fhrther record of ttie transactimia k kept until the bill matures for payment. 

If the trill, at the end of its term, hu to be retired by the bank and the amount can¬ 
not be collected from the customer on demand, the bank reimburses itself by dispe* 
ring of the security deposited by theenstomer. 

Drafts and Tdegraphic Remittaaces: When a bank issues a bank draft on 
another bank or on its branch, it ereditt the account of the bank or that of the bra- 
nrii with the amount of the draft The corresponding debit is raised in the account 
of the customer. His account it also debited irith the remittances A similar proce¬ 
dure is adopted in the cate of telegraphic transfers made on account of customers. 

Letters of Credit and Travrilera Cheques: These are bsued as a facility to tra- 
veUets within the country or abroad. 

In either case, the person desiring such instruments of credit, to be issued in 
his favour or that of some other |wrty, is made to deposit the full value of the letter 
of credit or travellets cheques issued in his favour. 

The amount deposited by the customer is placed to the credit of Letters of 
Credit Account or the Travellers Cheques Account, as the case niay be. When the 
Bills of Exchange drawn against the Letters of Credit are received ^or payment, the 
amount is debitM to the Letter of Credit Account Similarly, the travellers cheques, 

) when presmited, ate d.bited to the Travellers Cheque Account. In the case of custo* 
mars drairing travellers cheques fo a foreign currency, the equivalent value thereof 
in home currency is eo1lect<-d from them at the rate of exchange prevailing on the 
date of issue of the travellers dirqura and the bank either purchases immediately the 
amount of foreign exchange equal to the value of the travellers cheques issued, or 
transfers out of tts balances of foreign eorrency an amount equivalent to the value 
of travellers cheques to the Travellers Cheques Account. In the case of letters of 
credit in foreign cnrrency, the same procedure is followed. 

The tmnsacUons entered into for rendering other services, e.g., eolleetion of 
dMdend and httenst, making periodcal paymenta do not inverive any complicated 
j ifiMi M rtng. Basfcalhr. when imy amount is ot ri lceted for a c us tome r MdMdimd or 
hrienat. Mi account b aedHnd and cash b deUtad, Conepoodingfy, whenever any 




M]mBeatUiiu4«QaaoQOiHMor«tytoaNr»kitMeo«i^isdebitedsnd«iukitci«dlMli''- 

Unudly. no Mptraie ehuft ii, n*ite foe M(vk«. 


Tlitorittl Not *: Stndeott rnty note that on account of tbe wide variety of tras- 
actiooa entered iato^ a bank, h is neoetsafy for it to oainiain a larse number of 
boi^ of account. Tbeir titles are also different from those maintained by a trading 
concern. For tbe naascs of tbiHa books and partknlais of transactions entered there 
in they may r^er to Chapter XXV (V<d. II) of the text book No. 1 


Special Fcataree of Baak Aeeaantkn: 

(a) It is necessary for a bank to ascertain at the end of each day that the total 
cash pi^ out and ooUeeted has been fully aceounted for: also that entries in the 
accounts of customers from whom the dadi was received or to wbmn it was paid 
have been correctly recorded. On these cemsiderations, the slip system of posting is 
adopted according to which, fint, entries are made in the accounts of customrts, cn 
the basis of slips and. afterwards, a Day.Book k written up. Subsequently, entries in 
the accounts of customers are clmked with thoae in tbe Day Book. 


(b) A bank maintains a large number of accounts of different categories for 
its customers. As a ufeguard against any payment being made in the account of a 
customer, in excess of the amount standing to bis credit or a cheque (fa customer 
being dishonoured due to a mistake in the balance in his account, it is neceuaty that 
the customer’s accounts should be kept uptodate and cdiecked regulai ly. On this 
coDsIderatiOD, the accounts are m ai n ta in ed on the self'bahincing system: also 
the totals of balances of individual accounts are tallied periodically with tbe balancea 
of Total Accounts, generally at the end of each week. A special book, known u 
Bidance Book, is iniuntained for thia purpose. These procedures are an integral part 
of the system of internal check of a bank. 


(c) Though tbe ayatem of book keeping of a baak is simple, its operation de¬ 
mands a knowledge of the nature of transactions entered into by tbe bank, famili¬ 
arity with tbe important features of documents on the buis of which tl eie normally 
can be entered into and an awareneu of tbe different forms of authorities under 
which a bank can act on behalf of its customers. For example, when opening a 
corrent account for a joint stock compsny, tbe bank skoukl obuin an account-oren- 
big form stoned by the Chairman of the Board of Directors together with a copy of . 
tbareaolutioa of the Director!, duly authenticated by the Chairman, specifying tbe ( 
manner in wbidi ffie moneys bdongfaig to the comfwoy can be withdrawn by tbe 
compeny. The ^peoimen si^turesmtne olBcers entitled to draw the money duly 
authentfcated by the Cbaiiman also should be supplied to tbe benk. At Umi^ tte 
eompany may have overdrawn its aocountr. Tbiscan be allowed to do only if the 
Directors are antbortoad to do so by its Mamonadum and Artkks of Associatkm. 
T ha ba nk d woM. d i qefo ie,.<rfitam a copy of these documents to find out the 
dbectors borrowlag power, ate. 


Wherever, a baak fcaders a wAridlary aervioe, a« for axampla, rmnlts fhnda 
mpoi^aaaswenrMmfbrltlcintoiawa, hprastact aadcr theirpreciie and 



owii'toft it t W B ini iMwJ or « IbMitMwMWd, 

‘IMMMte dM |Mf«at«Mum of M «dt ■ OMMOMW/w tains ibe ^ 

wMbffity to dlsnsfge s tisbiUty owbig by s oBstosicr, ft ii ssutttlsl tiist this 
hoold be done on thebsiiettfs docanMot, properly emutcd by the cnttomer. 
nhM dow n neDtsdoo of tnasaotiou b s eeiy idpeitsBt sh>«« of brok acconat- 


fd) SIcoe a caih tramactioa entered iaito by • btak reeoh either in pay awat 
IT leod^ of ceah. ft ii eaieortal that it ahoold be estend ieto onfy imder expnae 
ad eaqjidt hi at n i ctioi u of the enrtomef. To vwify tbewmiiiMfWHof isttrucmioa, 
rWdh aboBld, hi every caw be rece i ved fa wnthif, baakaiiiaiitaiii STecoidof 
lechned litiuftiiret of the euttomen, on itutniKents imed by then. Any negh* 
enoe on the part of the bank .made in the verlficatioo of the tiinatoree of the 
oatonien wow niake the bank liable for ooeveriioo. 

(e) Branch AceeunU : The brandi aocotmta in can of bankt are not any 
iiffereot from thoM of a trading otganintion The Mock-in-trade being caih, it u 
ent oot by a tnanch to the Head Owco, whenever it ia turphit and it borroecd from 
lie Head OflSce, if required. On die daily balance, interest at an agreed rate is 
ither paid or received from the Head Offi^ The Office controls the borrow- 
tg and lending rates as well as the general policy followed by the branches. AH 
bo transactions in respect of remittance of fonds, pnrebase of aecariiies. etc., on 
i^lf of ettstomen are arranged through dm Head Office. Tim variety of accounts 
uintained by the Head Office of a bank for putting through the tramactions with 
. brandies is a subject for qiecia] study with which it ia not proposed to burden 
bdi Study Paper. 

(f) Since large fbnds of the public are held by banks, working is subjected 
a great deal of governmental control which is exercised through the Banking 

legulation Act. 

laspertaat ProvIsioBs of the Baaklag Segriathm Act, 1949 aSecting Acco- 
als : For preparing Final Accounts of banks, a detailed knowledge is essential 
f the provisions of the Banking Regulation Act, 1949 (briefly given below) and of 
lie forms in which the statements of accounts must be drawn up, contained in the 
liiid Schedule to the Act. 

(1) Bastaeae of Baaklag Compaalea : The different forms of business in 
'hich a banking co npauy may engage are stated in Section 6. Generally, apart 
•om the business of banking a banking company may deal in n^otiable and uans* 
tthble mstroments of credit and documents of title to goods, buy and seU buUion 
od foreigit exchange ; underwrite public and Slate loans; carry on guarantee and 
idamnity bunineas ; manage and deal with property fa its possession received in 
itiafaotion of claims ; underwrite and execute trusts and administer estates, and 
pqnire the bmiiim of any person or company when the business is such as a 
addng oompany is authorisca to duty on. 

a 

Prohibition of Trading : A banking compai^, however, cannot directly or 
aUtactly fa thie buytag or sdling or. bartering of goods fexeept for the purpose 
firUdh^ tiia security given to or hdd by it),, engage in mty trade or buy, sell or 
atfar goods for otlM^otbetvrim those tcsolttagllr^ bills of exchange received. 



Tbe tatm *coodt* Iwre msaas'Mer; kiad of laovabla v^opmtf* tbAt actioa* 
•ble daiiiit, rtoeiM. «lMm jboow, •pecto.p iM«otiabfeJMnuinento 4fc» 

■Nott of tide to goodt ($ectkm o). 

(2) IMtyowJof —■ ftwHagMWta;Non-bsnkh^awettwe ^k>w wliMia 
beak acquins is the ooorae of its busioess and which it it not aathoiited to cany 
on at well at those it comet to possets in the course of its banking tra nsae tkiBS 
whkdi It catmot oontfatne to hold or deal in. A banking oonopai^ mast dispote 
any immovable propertyt however aeqained, except sura at it reqaiied for its own 
nte, within ai^odofseven years from the acqunifion 11101001 . Tbs lltsarsa 
Bank may, however, in appropriate oases allow further time for its disposal not 
saoeeding live years CSeotion 9). 

(3) ruialaiasi Capital and Reserves : Section 11 lays down the following as 
the minimam limits of paid-up capital and reserves 

(a) Bankint companies bteorperated outside India 

If it hat a place of business in Bombay or Calcutta Rt. 20 lakhs 

If tbe places of business are elsewhere Rs. 15 lakhs 

The sum must be kept deposited with tbe Reserve Bank either in cash or fat 
the form of unencumbered secuntus. 

In addition, after expiration of each calendar year, an amount equal to 20% 
of the annual profits, in respect of business transacted through its branches in 
India, must likewise be deposited with the Reserve Bank. 

(h) Banking companies incorporated in India : 

(i) If the places of business are Rs. 10 lakhs 

more than one State and if 

any place of business is in 
Bombay or Calcutta. 

(ii) If the places of busioess are Rs. S lakhs 

in more than one State but 
none of the places ot business 
is in Bombay or Calcutta. 

(Ui) If the plaoes of business are Rs. 1 lakh for the principnl place phis Rs. ^ 
only in one State none of 10,000 for each additional place of bnsi* 
tbe places of business being ness in tbe same district and Rs. 25,000 
in Bmnbay or Caicntta. for a place of business outside the di str ict 

(the maximum required being Rs.llve 
lakh but only Rs. fifty tbonmnd if there 
is only one place of business.) 

In the case of every banking company to which this oiame applies and which 
oommenoe boainew forthe first time after the oommencement the Baidch^ 
Cempairies Ameodipeat Act, 1962,1.#, 16th Sep^ber , 196?, tbe amount of Ae 
paid-iip capital should not be leas than five laHw of rupees. 
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, hi on* State and if the 
of boabm are also in 
Bombay or Calcutta. 


Ba. 5 bltha pitn Ff.. 35.COO for rach 
l^atce of boainess sitvatrd OHtsi<'e Bom* 
bay add Calcutta (the maximum reqo* 
irod being Fs. ten lakhs). 


(4) Capital Stmetare : According to Section ] 2, the subscribed capital of a 
banking oOmpany must not be leas than one half of the aathorised capital and the 
FttM-Ufroat^al must not be leas than ona'half of the aubtcnhrd capital. The voting^ 
rights of a single shareholder should not exceed 1 per cent of the total votirg rights. 
The share capital should consist only of ordinary or equity shares (Section 12) 

(3) Bestrietioa on Commiaaioa etc. on Sale of Shares ; A banking company is 
prohibited from paying directly or indirectly by way of commission, brokerage dia* 
oomt or remuneration in any form in respect of any share issued by it, any amount 
exceeding hi the aggregate 2i% of the paid upvalue of the said shares (Section 13). 


(6) Prohibition of charge on Unpaid Capital: A banking company is debar* 
red from creating a charge upon its unpaid capital and such a charge, if created, 
smi be invalid (S^ion 14). 


(7) Besfrictlon as to Pejmeot of Dividends {Seaton tS ); A banking com¬ 
pany is prohibited from prying any di«iJend until all its capitalised expenses inclu¬ 
ding preliminary expenses, orgsnisstion esproses sbare^lling commission, brok* 
efnge, amonnt of losses incurred and other item of expenditure not represented by 
taagiMe assets have been completely written off [Section 15 i ]. 

In spite of anything to the contrary, contained in the preceding paragraph or 
in the Companies Act, 1956, it is, however, permissible for a banking company to 
pay dividends on its shares without writing off (i) the depredation, if any, in the 
value of its ioveatments in approved securities, in any case, where such depreciation 
has not actually been capitalised or otbeiwiie accounted for as a loss ; (ii) the 
depreciation, if any. in the value of its investments in shares, debenturea or brads 
(other than approved securities), in any case where adequate provision for such 
depreciation has been made to the satisfaction of its auditors ; (iii) bad debts, if 
any, in any case, where adequate provision for such bad debts has been made to the 
satisfaction of iti auditors [Section IS (2)]. 


Stodents should note that before paying a dividend, a banking company 
shonld a provision for bad debts, and losses in shares or debentures but Uiese 
need not be disclosed in accounts. However, it may not provide for the loss in the 
value of its approved securitim. 


(8) Becerra Fund : Every banking company incorporated in India is required 
to create a reserve fhnd and to transfer to the reserve fund out of the balance (ff 
profit of each year as disclosed by the Profit ft Loss Account prepared under Section 
29 and before any dividend is declared, a sum equal to at least 207;; of such profit, 
^oh share of annwd profits should be continuratobe transferred to the reserve 
fawt qviD aft^ it is equal to the paid up capital until an exemption iu this regard 
S^D^tad by-Oovemtnent da the recommendatira of the Reserve Bank (Section 17), 





dn CM K>Mm (SSmMm lit : A tohedukd Imk liMqMd ttflil^tafei 
imh the RMcrve Bank An avenM dMIy beleaoeof} perecntol ttitotaltiiBeand 
dmaAod liebilitiet is Indki. Ihe Rceerve Bank bu been entborised to r»y tbk cadi 
lawrve ratio be t w een 3 and 15 per cent (Section 42 of the Reserve Bank td «"*”■ 
Act, I934)k 

Non>Soheiliik basks are also reqaited to maintain with thrmselrrs or iS’ 
emnat accoaat with the Reserve Bank or its agendiw cash or balanoes to tbeaatant 
of 5 per cent oftheir total demand and tone liabilHisa in India. . 

(10) Restrietioa on aatare dT a ub d i lary cempanlsa: A bank cannot carry on 
atradint activity which knot permitted by Scctioo 6 of the Banking Retnlatioa 
Act, by acquiring controlling interest in a mm-banking company. 

(11) Rastrfetioas on Leaas and Advaacea: Under Section 20 as amended by 
the Banking laws (Amendment) Act of 1968, no banking company may: 

(0 grant any loans or advances on the security of its own shares; 

(U) enter into any commitment for granting any loan or advance to or . on 
behalf of 

(a) any of its directors. 

(b) any firm in wbioh, any of its directors is interested as partner, manager, 
emfdoyee or guarantor or 

(e) any company not being a subskUary of the banking company or a coin* 
pany regiitteiw under Section 25 of the CkMnpanict Act, or a Oovemment 
company, of which any of its directors is a’ director, manager, emffioyee 
or guarantor or in which he holds substantial intereat, or 

(d) any individual in reqiect of whom any of its directors k partner or 
guarantor. 

(12) LIceaaing of BaiAiag CempaMi: No banking company can carry on 
business in India unlew it bolds a liceace granted by the Reserve Bank of Ind a 
(Section 32). 

(13) Liquidity Ratio (Secriba 24): Every banking company must mabtate 
liquid assets (cash, gold or unencumbered approved securities) not lew than 20^ of 
tlw total demand and time Ibbilitics in India This Is In addition to : (i) the average 
^ily balaace which a scheduled bank it required to mabtab under Section 42 of 
the Reserve Bank of India Act, and (ii) iu case of other bankbgoompanka, the cash 
raaarve which it k required to mabtab under Section Ig [See paragraph (9) above]. 

(14) hdalateaanea of Aeaeta b ledla: The aaaets b India of every banking 
oompaay at the close of busbeas on the last Friday of every quarter must not be 
leas than seventy five per cent of Ha demand and tkoe liabillm b India. 

(15) llaHaliaad Deposits; In terms of Section 26. every banking cbaapaiiy k 
nqidrad to snbnb to rile Raaarve Baiik,jnUwpfctmlbed form and manncruioaa 
at the and of each calqndar year, a return td all ac«mnta b Indb wb$cb haMibl 
beenopeaatadiuMBBic ten yaata.T|iebtentioam fketarB>bg t|da rcgidatioai kto 
aSMatbaRaam^Bahk tohiave (be kacaatiiy'data for' cmaa k fiMri i M, wliwfar 



If 


to Oorwamoat, wheraapoa it woeid be nqMaalble to aiefet am ei«im obidi 
BMrMpatapto it at a fotoradate. 


,. ., A c w a ati aai'AadIt: The variooa pcovUoot m ttgatda acoounts, anatt 
Bliat or Maaee abeet and ascountt arc cmtained in Sectiont 29 to 34. Thew reqai* 
red to oaieniUy ttndled. Important pt<n\iioBM an atated below: 

(a) Every baakiaf company ibonkl prepare a balanceibeet and a prodt 
ind taae aoeonat apon 31it December ead> year m the forms set out in the Iblrd 
S eha Jal e to the Act or the one as near thereto, as drcamstaaces admit Bat in the 
oiae'of a' foreign banking company, the pr<^t and losa accoont may be prepared as 

Ml a date not nriier than two months bMne 31at Decmaber. 

1 ■ 

Q>) The statements of account must be signed: (i) when it is an Indian b»nir, 
jf ill ihaiiafer or principal ofSett and by at least 3 directors or all directors, if there 
tnhot more than three directors; (ii) when it is a foreign company by Ae manag er 
>r. agent of the principal ofiOce <rf the company in India. 

Despite the fa;t that a spsdal form has been prescribed for the preparation 
if the Balance Sheet and the Profit and Loss Account the provisions or die Comp* 
laika Act hi this regard, which are not incrmsistcnt therewith, should be ccmipUed 
vhh. la this connection it may be noted also that there existr aii exemption under 
lection 211 (5) (ii) of the Companies Act, at regards dimlosure of particular not 
wgnired by the Banking Rqpilation Act, hi the Balance Sheet and l^ofit a^ Loss 
Mootmt of such a company. 


The following matters should be carefully noted, while preparing final 
icccnntsofabaok; 

0) The amount of bad debts and that of proviskm for doubtftil debts created 
should be deducted from Interest and Discount received : the figures 
must not be disclosed. In the Balance Sheet, the net figure of Advuices 
should be thowu after deducting the amount of the provision for doubt* 
ftal debts ; the figure of the provision should not be disclosed. 

|[ii) Interest on doubtful debts should not be credited to Interest Account but 
to Interest Suspense Account Only when and to the extent the Interest 
is received in cash, the Interest Suspense Account should be trsnsferred. 
to Interest Account Any amount nut received should be transferred 
back to the relevant loan account 

AUemattnly, the amount of interest may be credited to the Interest Ac* 
count but in such a case, full provision for the debit due fpiincirsl) and 
the (interest) should be made in accordance with paragiapb (i) atove, . 

(Hi) Lossea on investment etc. are ^o deducted from incomes without beinS' 
discloeed. 

(hr) Banks, as a general convention, do not disclose the Provision for Taxa* 
tkm alto : tbs amount is usually deducted from Interest and DiKovnt 
~ and shown iatbe Balance •• part of ‘ Current Accounts and 
Gootingeaay Aoooaats**, 




(v) Tha Ba!toncc» 8h ae t of « baafc mot be dfwimp accw lh n to Pbrm A 
the Third Sdiedole to the Act. 

(vO The Profit and Lou Aoconnt of a bank thonld be dtawnnp acooiding to 
Form B in the Third Sdiedole to the Act. 


nioetration t below haa kept the fomu in view and tihe arranfement of heos 
■hoQld be teen carefully. The ituMut will do well to (tudy the forms carefUly. 

M aetr a Hoa 1 From the following htformation prepare the Profit and Lou 
Aooonnt of Thrifty Bank Ltd. for the ycM ent'ed on December 31tt, 1978 :— 


Ra. 

Interest on Loan 2,39,000 

Interest on Fixed Deposits 2,73,000 

Rebate on Bills Discounted Required 49,0UO 

Commiuion 8,200 

Establishment 34.000 

Discount of Bills Discounted (net) 1,95,000 

Interest on Cash Credits 2.23,000 

Interest on Current Account 42,000 

Rent and Taxu 18,000 

Interest on Overdrafts 1,54,000 

Directon* Feu 3,000 

Auditor’s Feu 1,200 

Interest on Saving Bank Deposits 68,000 

Postage and Telegrams 1,400 

Printing and Stationery ^900 

Sundry Chargu 1,700 


Bad debts to be written^off amounted to Rs 40,000, Provision for Taxatkm 
may be made @ 55%. 


Seeutioa: 


THRIFTY BANK LTD. 


Profit and Lou Account for the year ended on December 31st, 1978. 


Expenditure Income 

(Leu Provision made during the 
year for Bad Debts and other 
usual or necessary provisions). 

Ra. 


Interut paid on deposits 3,85,000 

Salaries and allowancu (Salary to 
naanaging director or manager) 54,000 
Dlrectors^Fee 3,000 

Rent & Taxes, etc. 18,000 

Postage and Telegrams 1.400 

Andltors’ Feu 1.200 

NnUng and Statkmeiy 2.900 

Other Bxpensu 1,700 

Net Profit 1,27,350 


Interut & Discount 5,86,350 
Commission 8,200 


5,94,330 3.94,530 



lu. ftg. 

(I) hitoe wt OB Lomu ^59.000 

loteieat tn Cash Crodhi 2,23,000 

intemt on Overdraft! 1,34.000 6,33,000 

Diwooats 1,93.000 

JL«xs: Unexpired Amount 49,Q00 1,46,000 

Ltss: Bad Debts (considered allowaUe 7,82,000 

for Tax Assessment 40,000 

Provision for Taxation 1,33,630 1,93,630 

Intesest and Discount predited to P & L A/c 5,86,330 

(ii) Provision for Taxation required: 

Interest ft Disoonnt less bad debts 7,42,000 

Commission 8,200 

Less : Total of all items debited to Profit 7,30,200 

ft Lost Account ' 4,67,200 

Profit before taxation 2,83,000 

Provision for Taxation required @ 55% 1,55,630 

(iii) Interest paid on: 

Fixed Deposits 2,75,000 

Corrent Accounts* 42,000 

Saving Bank Deposits 68,000 


3,83,000 

*Noir-a^ys interest is not credited on current account balances 

lllaatnitioB 2 : Following facts have been taken out from the records of 
Adarsha Bank Ltd., in respect of the year ending December 31, 1977 : 

N (a) On 1-1-77 Bills for CoUectioo were Rt. 7,00.000. During 1977 Bills recei- 

) ved for CoHection amounted to Rs. 64,30,000 and bills collected were 

Rs. 47,00,000 and bills dishonoured and returned were Rs. 3,30,300. Pr^ 
pare Bills for Collection (Asset) A/c and Bills for Collection (Liability) 
A/c. 

(b) On 1-1 77, Acceptances, Endorsemente, etc., not yet satisfied amounted 
to Rs. 14,30,000. During the year under question. Acceptances, Endor* 
sements. Guarantee etc. amounted to Rs. 44,00,000. Bank honoured 
acceptances to the extent of Ra. 25,00,000 and clients paid off 
Rt. 1P.00.000 against the Guaranteed Lability, Clients faiM to pay 
Rs. 1,00,000 which the Bank had to pay. Prepare the "Acceptances, 
EndorsemeatB and other Obligations A/c.’'as it would aiqiear in the 
Oeo^ Ledger. 


'-'ST' 
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Itisfbaiid, ffott tlw books, ihot a loiA of Rt. 6,00^000 wf« odvaicea 
no 30>6 779 iO por cent p.a, intwrost pajrtbte lidf yeoi^ ; bpt tboloan 
was outstudii^ as OB 31-12-77 witboutanv payawat nicorded in tbo 
meaatinie, either towards priacipjl or towards interest The security, for 
the loan was 10.000 fully paid shares of Rs. 100 each (the market value 
was R.S. 98 at per the Stock Exchange lafonnatioo as oa 30th June, 
(1977). But, due to fluctuations, the price fell to Rs. 60 per share in 
October 77. On J I-12-77, the price as per Stock Exchange rate was 
Rs. 82 per share. State h m you would classify the loan as secured/ 
unsecured in the Balance Sheet oi the Company. 


(d) The following bilanoes ate extracted from the Trial Balance as on 
31-12-77 : 


Dr. Cr. 

Rs. Rs. 

Interest and Blioounts 98,00,000 

Rebate for Bills discounted 20,000 

Bills discounted and purchased 4,00,000 


It is ascertained that the proportionste Discounts not yet earned for bills to 
m store in 1978 amounts to Rs. I4,()00. Prepare Ledger Accounts. 

Selntton: 


Bills for CoUecthm (Assets) A/c 


1977 

• 

Rs. 

1977 

Rs 

Jan. 1 

To Balance b/d 

7.00,000 

By Bills for Collection A/c 



,. Bills for Collection 


(liability) 

47.00,000 


(lisbilityl A'c 

64,30.000 

„ Bills for Ctdiectlon A/c 





(liability) 

5,50,500 




„ Balance c/d 

18.99,500 



71,30,000 


71,50,000 


BUIsfer Collection 

(LtahUUce) A/c 


1977 


Rs. 

1977 

Rs. 


To Bills for CoUecHon 


Jan. 1 By Balance b/d 

7.00,000 

Jan. 1 

(Assets) 47,00,000 

„ Bills for Collectioo 



M Bills for Collection 


(Assets) 

64.50,000 


(Assets) 

S,S0,S00 



Dec. 31 

„ Belenoec/d 

18,99.500 





71.50VOOO 


71,50,000 



1977 


R». 1977 


Ra. 


To CoBftitaeots' Liability 
for Acoeptance, Eod- 
oraemeat, etc. 23,00,000 

« CoQidtiiMita' Liability 
for Acooptanoe, Eod- 
onemeat etc. 10.00.000 


Jan. 1 By Balance b/d 14,50,000 

„ Conatituenta Liability 
for Aoceptaacea End- 
onementa, etc. 44,00,000 


n Conatituenta Liability 
fty Aopcptaiiee, End- 
oraement etc. 1,00,000 

(amonnt paid on fail¬ 
ure of clienta) 

.. Balance e/d 22,50,000 


S8,50,0C0 


58,50,000 


(o) For claaaifying loana aa ftiUy aecnred or otherwiae, tbe value of the lecnrity aa 
on the laat date of the year ia eonaidered. The value of the aecnrity ia Ra. 
8,20,000 covering the loan and the intereat due comfortably. Hence it b to be 
treated as good and fully aecured. 


(d) 

Rebate an BlUa Dtscoeated A/e 


1977 

Ra. 

1977 

Ra, 


To Intereat and Discount 6,000 

- „ Balance e/d 14,000 

By Balance b/d 

20 ,0(ip 


20,000 

- 

20,000 


Intereat Ik Diaconat Acceant 


1977 


1977 



To Profit A Loss A/c 98,06,000 

By Balance b/d 
„ Rebate on Bills 

98,00,000 



Diacoonted ■ 

6,000 

98,06,000 


98,06,000 


IMaalratlnn 3 Tbe foUowiiif are tbe balancea in tbe Ocneral Ledger of Ite|N|> 
tiMrof Mia Bank Ltd., aa at Slat December, 1976. 



- u 


Share Capital 

2;30j00«00e 

> >Cadi wMr Resetve Bank 

i,soMolP 

Calls in Arrear 

23/)00 


... 

Reserve Fund 

1 .00.00,000 

Balance with other 


Fixed Deposits 

6.67.50.000 

Banks-Current Accounts 

1.43.00,000 

Savings Deposits' 

4.16.25,000 

Fixed Deposits 

2,00,00fi00 

Current Accounts 

7,00.11.000 

Mmiey at Call and 


Borrowing from Banks 

16,00,000 

Short Notice 

72,60.000 

Cash in Hand 

3,!6.54.t00 

Bills Discounted 

3,15,47,000 

BilU Payable 

3,50,000 

Transfer Fee 

* 100 

Unclaimed Dividend 

34,000 

Interest (Dr.) 

13,00,000 

Ootstanding Expenses 

1 .11,000 

Salaries and Allowances 

3,07,000 

Profit and Loss A/c b/f 

16,16.000 

Salary to O.M. 

13.000 

Investments 

4,43.21,000 

Providtat Fund Contribation 28,300 

Loans 

3.03,16.000 

Loss on eato of Gold 

42,000 

Premises 

50.00,000 

Director's Feet A Allowances 10,700 

Furniture 

4,40.000 

income tax Paid in Advance 

3,12,000 

Silver 

30,000 

Municipal Tax 

3,600 

Non-banking Assets 

18,000 

Law Charges 

13,900 

Interest A Discount (Cr.) 

46,00,000 

Postage, Telegrams A Stamps 6,300 

Commission A Exchange 


Auditors Fee 

3,000 

(Cr.) 

1,32,000 

Depreciation on Furniture 

3,600 

Rent (Cr.) 

36,000 

Repairs 

4,800 

Profit on sale of invest¬ 


Stationery, Printing and 


ments 

1,40,000 

Advertisement 

10,000 

Profit on non-banking assets 1,000 

General Expenses 

2,m 


An nnalytit of invettmenU thows that the Government securitiei at cost 
amount to Rs 2,0U,u0,000 fnurket value 2,12,00 000): shares at cost Rs. 1,43,21.000 
(market value Rs. l,43,00,0U0>; debentures Rs. S0,00,000 (at cost) market value Rs. 
32,00,000 and gold Rs. S0,00,0()0 at cost (market value Rs. 49,00,0(X)). Provision for 
tas r^uired Rs. 16,00,000. 

The analysis of the Gurrent Account Ledger shows a credit of Rs. 9,12,23,000 
and debiu balance of Rs. 2,12,14,000, Balance of Rs. 30,00,000 are guaranteed by 
personal security of debtors eoooemed of which those of Rs. 42,40.000 are further 
oovMod by the personal securities of other persons over and above those of the Deb¬ 
tors : Rs. 2,00,()00 is doubtful and Rs. 14,000 is bad and no provision has been 
made for these; Rs. 4,00.004 is due from a nominee Director of the bank and bia 
dridt balance was ^ highest on 12-10-76 at Rs. 6,00,000, Rs. 6,00,(X)0 is doe by 
another bank. The loans otherwise are all fully secured. 

Of the bills discounted bills for Rs. 2, SO,] 1,000 are documentary WDs, the 
value of goods under the documents is much above the amount of the bUls. But billa 
worth Rs. 30,10.000 have no other security. On bills wofth Rs. 2,0(LpOO (here ate 
signatures of some directors of the bank and the maximum amount of sndhdtHMalH 
ting durini the year 1976 was Rs. 4,30,000. Bills for Rs. 20,000 are oonwHM 





if 

<tottWul «ik1 for Ri. )0.000 ue bad trhldi ihould be written off; Rt. 13,26,000 of 
the bUls i* due from other banks. 

Deposits made bv inoonw-tax payers under the Income-tax Act totalled Rs. 
40.00,'00. Rebate on billa discounted as at 3Itt December, 1976 amounted to Rs. 

l.(Ki.u93. The bank on 31st December, 1976 bad customers* bills for collection 
amounting to Rs. 12,00.000 and had acceptances and endorsemenu on behalf of 
^customers amounting to Rs. 13,50,000. The Authorised Capital of the bank is Rs. 
^s]o0,00,000 divided mto 5,00,000 equity shares of Rs. 100 each. All of these shares 
are issimd and fully subscribed and are called up to the extent of Rs. 50 per share, 
lliere is an arrear of Rs. 25 per share on 1,000 shares. 

You are required to draw up a Profits and Loss Account of the Bank for the 
year ended 31st December. 1976 UMer Form B of the Banking Regulation Act and 
a Bjiance Sheet as at 31st December, 1976 under Form A of the sarne Act. Ignore 
the fact that the bank is not natkmal^. 


Selatiou: 

REPUBLIC OF INDIA BANK LTD. 
Balance Sheet as at 3Ist December: 1976 


Capital ft LUAilUea 

1 . Capital: 

Authorued Capital; 
5.00,000 Equity shares 
ofRs. 100 each 


Rs. 


5,00,00,000 


Issued and Subscribed 
Capital: 

5.00,000 Equity 
shaim of Rs. 100 each 
Rs. 50 per share 
called up 2,50,00.000 
Less Calls 

unpaid 25>000 


2,49,75,000 


2.J Reserve Fund and other 
Reserves: 

Resesve Fund 1,02,84,WX) 


3. Deposits and other 
Accounts 


Property ft Asstea Rs. 

1 . Cash in hand 
and with Remrye 
Bank (including 

Foreign Currency 4,66,54,000 
Notes.) 


2. Balances with other 
Banks- 

On Fixed Deposit: 
(i) In India 2,00.00,000 
(ii) Outside 
India— 

On Current 
Account 


(i> In India 1,43,00,000 
(ii) Outside 
India 

-3.43,00,000 

3. Money at Clall and 

Short Notice 72,60,000 


IHxed Deposits 6,67,50,000 4. Investment (at cost): 

Savings Securities of 

Bank Deposits 4,16,25,000 the Central and SUte 

Coxient Accounts 






il 


ftnd Contbfeacy 

AccounU 9,23,13,000 20,06,88,000 


4. Borrowing from other 
Banking Companiei 
Agents,e(c. 

(i) In India 16,00,000 

(ii) Outside 

India - 16,00.000 

Particulars: 
li) Secured 

(ii) Unsecured 

5. Bills Payable S,50,000 

6 . Bills of Collection being 
Bills Receivable as per contra 

(i) Payable in India 12,00,000 

(ii) Payable outside India — 

Income-tax Payers' Deposits 

as per contra 40,00,(X)0 

7. Other Liabilities: 

Unclaimed 
dividends 34,000 

Rebate on Bill 
Discounted l,Oo,Oy3 
Outstanding 

Expenses t.ll.OoO 2,31,093 


8 . Acceptance, Endorse¬ 
ment and other obli¬ 
gations as per contra 13,30,000 

9. Profit and Loss Account: 

As per last 

Balance Sheet 16,16,000 
Add proht 

for the year 14,19,907 
30,33,907 

Less Transfer 

to Reserve 2,84.000 27,31^7 


Oevts. IfiOflOjOlIki 

Suues 1,43,21,000 

Debentures 30,00,000 
Other 
Investments 
Gold (Mar¬ 
ket Vahie 

Rs. 49.00,000) 

30.00,000 4,43,31,000 


Advances 

(Other than bad and 
doubtful debts for 
which provision has 

been made to satis¬ 
faction of the 
auditors) 

(i) Loans, Cash 
Credits and 

Overdrafts 

(a) In India 7,15,30.000 

(b) Outside India — 

(ii) Bills Discounted 

and Purchased 
(other than Treasury 
Bills of the Central 
Govt.) 

(a) Payable in 

India 3,15,47.000 

Payable 

Ouuide India I0,30,77,0( 

• Particulars as per separate 
i^edule annexed) 

6 , Bills Receivable teiug 
Bills for CoUectiem— 
as per contra 

U) Payable in India 12,00,01 

(ii) Payable outside 
India 

Income-tax payers’ 
deposiu as per 




contra 

40^000 

7. 

Constituent’s Liabili* 



tks for Acceptances. 
Endorsement and 
other obligations per 



contra. 

15.50,000 

8 . 

Premisu leu depre¬ 
ciation. 

50,00.000 

9. 

Furniture leu depre¬ 
ciation. 

4,40.000 

10 . 

Other assets, includ- 
ding silver. 

30.000 

11 . 

Non-Banking assets 



acquired in utisfac- 
tion of claims. 

18.000 

24.78.S0.000 

Total Rs. 

24.78.50.000 


(Tatorlal Note : Current Accounts & Contingencies Accounts include net 
provision for taxation] 

Profit and Lou Account for the year ended 31st December, 1976 

Expenditure Income 

{Less provision made Airing the year 
forbad and doubtful debts and other 
usual or necessary provisions) 




Rs. 


Rs. 

1 . 

Interut paid on depo¬ 
sits, borrowing, etc. 

13.00,000 

1. Interest and Discount 

28,63.907* 

2 . 

Salariu and Allowance 
(induing Rs. '15,000 
to General Manager) 
Contribution 
to Provident Fund 

3,22.000 

28,500 

2. Commission, Exchange 
and Brokerage 

3. Rents 

4. Net Profit on sale of 
investments, gold and 

1,32,000 

36,000 

3. 

Directors’ Fees and 
Allowances . 

Local committee mem 
bers’ fees and allowancu 

10,700 

silver, land, premises 
and other assets 

5. Net Profit on revaluation 
of investments of gold 

98,000 

4. 

Rent, Taxn. Insurance, 
Lighting etc. 

5,600 

and silver, lands, pre¬ 
mises and other assets 


5. 

Law chargu 

13,900 

6 . Income from non-bank¬ 
ing asuts and profit 


6 . 

Postage, Telegrams and 
Stamps 

6,300 

from ule of or dealing 
with such assets 

1.000 

7. 

Auditors’ few 

3,000 








lb 

L D«jkeciadon oo 7. Other receipts—Ttana/^er fees lOo 

Furniture 3,600 

Repairs to Banking 
Company’s 

property 4,800 

-8.400 

9. Stationery, Printing, 

Advertisement, e/e. 10,000 

10. Loss on sale of or 

dealing with non- — 

banking assets 

11. Other Expenditure 2,700 

12. Balance (Net Profit) 14,19,907 


Total 31,31,007 Total 31,31.007 


*Qut of Interest of Discount earned, deduct provision for taxation & doubtful 
debts against bills) Rs. 16,00,000 and Rs. 30,000 ; also Rebate on Bills Dneounted 
Rs. 1,06,093. 

Schedule of Parffculars of Advance forming part of the Balance Sheet 
as at 31st December, 1976 

{These may be entered if desired In the Balance Sheet itself along with Advances} 


(i) Debts considered good in respect of which the Rs. 

banking company is fully secured (Balance (figure) 9,30,67,000 

(ii) Debts considered good for which the banking 
company holds on security other than the debtors 

personal security 5,46,000 

(ill) Debts considered good secured by the personal 
liabilities of one or more parties in addition to the 
peraonal security of debtors 92,50,0(X) 

(iv) Debts considered doubtful, not provided for ... 2,14,(X)0 


Total 10,30,77,000 


(v) Debts due by directors or officers of the banking 

company or any of them either severally or jointly , 

with any other person ... 6,00,000 

(vi) *Debtsdueby companies or firm in which the 
directors of the banl^g company are interested as 
directors, partners or managing agents or in the case 
of private companies, as members 

(vii) Maximum total ameunt of advances including 
temporary advances made at any time during the 
year to directors or managers or officers of the 
company ; or any of them either severally or jointly 
with any other person 


1,03,00,000* 
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(vBO ^Msxitnuiii total ainoant of advioces inchidiac 
temporay advance! graoted daring tbeyearto 
the companiea or finni in which the diiectori 
of the banking company are interested as direc¬ 
tors, partners or managing agents or in Ae case 
of private companies as members. 1 9,26,000 


(ix) Doe from Banking companies 

*Loan to directors or firms in which they are interested are now not premis- 
lible the Banking Laws (Amendment) Act, 1968 

Note : Wherever, splitting up of items into those relating to India and outside 
India is required, it has been assumed that they are in India. 

The investment shares, as acquired, has not been classified into different 
classes of shares, showing separately shares fully paid*up and partly paid 
up in the absence of necessary particulars. 

In the case of fixed expenditure, the original cost and additions thereto 
and deductions therefrom during the year as also the total depreciation 
written oflT, could not be disclosed for want of necessary particulars. Loss 
on sale of gold has to be deducted from profit on sale of investment to 
arrive at ths amount of *‘Net Profit and sale of investment, Gold and 
Silver, land and other assets”. 

IHssfratloai 

When closing the books of a Bank on 31st December, 1980, you find in the 
'Loan Ledger’ an unsecured balance of Rs. 7,00,( 00 in the account of a merchant 
whose financial condition is reported to you as bad and doubtful. Interest on the 
same account amounting to Rs. !!0,000 (for 1980) remains to be recorded. 

During the year 1981 the bank accepts 75 paise in the rupee on account of 
the total payment of debt doe from the merchant as on 31st December, 1980. 

Discuss the alternative accevnting trer’ment in respect of the above. 

What journal entries would you pass under the alternative methods in both 

years 7 

Show the ledger accounts under the alternative methods for both the years. 
Seintlon: 


Journal Entries 


1980 



Dr. 

Cr. 

Dec. 31 

Merchant’s A/c. 

To Interest Suspense A/c 

Dr. 

20,000 

20,000 


(Interest due on this doubtful 
debt cnxllted to Interest Suspense) 
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1981 

Dae. 31 Caih A/& 

To Merchant’s A/c. Dr. 

(Dividend of 75 paiie to a mpee 
received from the merchant) 

M Interest Suspense A/c. Dr. 

Bad Debto A/c. Dr. 

To Merchant’s A/c. 

(Unreceived portion of interest 
reserves and balance of the 
account transferred to bad debts) 

Interest Suspense A/o. Dr. 

To Profit ft Loss A/c. 

(Amount received against interest 
in the Suspense Account credited 
to the Profit ft Loss A/c.) 

Ledger Accennts 
Merchant’s Accoarts 


1,65.000 


5,'00 
50,000 


15,000 


1,65,000 


55,000 


15,000 


1980 



1980 



Dee. 31 

To Balance b/d 

2,00,000 

Dec. 31 

By balance c/d 

2,20,000 


To Interest Supense 

20,000 






2,20,000 



2,20,000 

1981 



19 1 



Jan. 1 

To Balance b/d 

2,20,000 

Dec. 31 

By Cash 

1,65.000 





By Interest Suspense 

I 5.0G0 





By Bad debts 

50.000 



2,20,000 


s 

2,20,000 


Interest Snspease Acconat 



1980 



1980 


t 

Dec. 31 

To Balance c/d 

20,000 

Dec. 31 

By Merchant’s A/c. 

20.000 



20.000 



20.000 

1981 



1981 



Dee. 31 

To Merebant's A/c, 

5.000 

Jan. 1 By Balance 



To Profit ft Loss A/c 

15.000 


b/d 

20.000 



20,000 



20/100 



is 

llw «ItanMti*« method! of aocoimtiiif Ibr interest on doobtftil ndvanoes are i 
(i) Cash baiii, i.e. crediting interest aoeonnt only on receipt, and 
(ii) Credit to interest and Disconnt aoeonnt with full and adequate pro- 


visi(m for bad and doubtful debts. 

(0 Cash Basb: 

1980-No entry Dr. Cr. 

1981. Rs. Rs. 

(a) Cash Account Dr. 1,63,000 

To Interest Account 15,000 

To Merchant’s Account 1,30,000 

(The amount received from the 
merchant—73% of the interest doe 
and of the amount of the advance.) 

(b) Bad Debts Account Dr. 50,000 

To Merchant’s A/c 30,000 

(The balance of the amount 
due from the merchant writ¬ 
ten off as irrecoverable.) 


Note : Interest received Rs. 13,000 will naturally be added to Interest and Discount 
and the bad debts will be deducted therdfirom while preparing the Profit ft 
Loss Account. 


Merchant’s Account 


1980 
Jan. 1 

To Balance b/d 

Rs. 

2,00,000 

1980 
Dec. 31 

By Balance c/d 

Rs. 

2,00,000 

1981 
Jan. 1 

To Balance b/d 

2,00,000 

Dec. 31 

By Cash 1,50,000 

By Bad Debts A/c. 30,000 



2,00.000 



20,00,000 

1 


Interest Account 

1981 

By Cash 

13.000 


Bad Debts Acwont 

1981 

To Merchant’s A/c. 30,(X.0 

(U) Fan Oedtt to lateicst Accewt 

1980 : (a) Merchant’s Account Dr. 

To Interest Account 

(Interest due firom.on the 

loMito him) 





M 


(b) InteiMt (Dkcount) A/c Dr. 2,20,000 

To Provision for Bad 
Doubtful Debts A/e 

1981 : (a) Cash Dr. 1.65.000 

Bad Debts Account 55,000 

To Merchant 

(Amount received from.and the 

amount written off as irrecoverable) 


2,20,000 


2 . 20.000 


Note : While preparing the Profit and Loss Account for 1981 the required provision 
for bad and doubtful debts will be suitably computed—on account of the 
merchant it can now be valued by Rs. 1.65.000. 

Merchant’s Account 


1980 

Jan. 1 To Balance b/d 
Dec. 31 To Interest A/c 

Rs. 

2,00,000 

20,000 

1980 

Dec. 31 By Balance 

Ra. 

2,20,000 


2,20,000 


2,20,000 

1981 

Jan. 1 To Balance b/d 

2,20,000 

Dec. 31 By Cash 

By Bad Debts A/c 

1,65.000 

55,000 


2,20,000 


2,20,000 


Interest Account 
1980 

Dec. 31 By Merchant's A/c 20,000 
Provision for Bad & Doubtful Debts A/c 

1980 1980 

Dec. 31 To Balance c/f 2,20,000 Dec. 31 By Interest (& Diact) 

Amount 2,20,000 

1981 

I 

1981 To Bad Debts A/c 55,000 Jan. 1 By Balance b/d ^,2 0,0 00 


1981 

To Merchant’s A/c 


Bad Debts Account 
1981 

55,000 By Provision for Bad & 

Doubtful Debts A/c 55,000 


Nets : Tfu Banking Bagulation Act has pnseriM special forme for final - 

of co-operative banks. 




The following balances extracted from the subsidiaiy Irdfcrs of Nation Slide 
Bank did not tally with their respective balances in the General Ledger as on 31 st 
December 1970. The difference was placed to Suspense Account for the time 
being. 


Rs. 


(1) 

Loan Ledger 

18,65,750 

(2) 

Fixed Deposit Ledger 

35,(»7,320 

<3) 

Savings A/c ledger 

1,39,85,692 

(4) 

Current A/c Ledger No. 11 

94,34,281 

(5) 

Current A/c Ledger No. 27 

32,71,009 

On a close scrutiny of these ledgers the following mistakes were found 


(1) A sum of Rs. 2,00,000 granted as loan to a borrower and debited to bis 
account, in the Loan Ledger was not passed through General Ledger. 

(2) Rs. 7,500 debited to a constituent’s account in Loan Ledger for interest 
was credited to the Loan Ledger Account in the General Ledger. 

(3) Rs. 50,000 received from a Savings Account bolder was credited to 
customer’s account in Fired Deposit Ledger. 

(4) Rs. 11,575 received from an account holder in Current A/c Ledger No. 
17 was credited in the General Ledger to Current A/c Ledger No. 11, 

(5) Fixed Deposit receipt for Rs. 10 lakhs paid by transfer to the depos¬ 
itors'account in Current Account Ledger No. 11 was omitted to be 
debited to the account holders account in fixed deposit ledger. 

Pass the necessary Journal Entries rectifying foregoing mistakes. 

Answer: 

Journal of Nation Slide Bank 
Rs. 

(1) Loan Ledger Account Dr. 2,00,000 

To Suspense Account 
(Being the amount of loan 
granted not previously 
debited to Loan Ledger 
A/o; now reetifled. 


Rs. 

2,00,000 
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(2) Loan Ledger Account 

To Suapenae Account 

(Being the item of debit 
of Ra. 7,500 wrongly entered 
previoualy as a credit in 
the Loan Ledger A/c, now 
adjoated.) 

(3) Cuatomer^a Account (in 

Fixed Deaposit ledger) Dr, 50,000 

To Customer's Account 
(in Savings Account 

Ledger) 50,000 

(Being the amount of a 
savings deposit wrongly 
passed previously through 
Fixed Deaposit Ledger (in 
the A/c. of M/s. ) ; 
error now rectified). 

( 4 ) Current Account Ledger 

No. U Dr. 11,575 

To Current Account 

Ledger No. 17 11,575 

(The wrong credit in Current 
A/c. Ledger No. 11 instead of 
No, 17, now rectified) 

(5) Debit Customer’s Account in 
Fixed Deposit Ledger (Being 
the entry to rectify the omission 
of debit in F.D. Ledger). 

Notes *. (1) It is auumed that the Suspense Account was raised only in the General 
Ledger in respect of own trial balance and the subsidiary ledgers are 
only sectional. 

(2) It is also auumed that the control accounts in the General Ledger in 
respect of (3) and (5) were correctly posted. 

(3) In respect of no (5) which n a one-sided enor, no double entry will be 
completed. 


Dr. 


15,000 


15,000 





«t B«Aa:W}d> efltet fnm July 19, 1969theDodeniieo- 
“Oiled banlu beve been natioralltcd (and giveA new nunct and called cofrespondiiu 
now bank) under the Bankiog Compaoiee (Acquisition and Traoifer of Undertakinw 
Act 1970. w-/ 


Nam* of the Banks Nattomtitsed 

1. The Central Bank of India Limited 

2. The Bank of India Limited 

3. The Pciqjab National Bank Limited 

4. The Bank of Baroda Limited 

5. The United Commercial Bank Limited 

6. Canara Bank Limited 

7. United Bank of India Limited 

8. Dena Bank Limited 

9. Syndicate Bank Limited 

10. The Union Bank of India Limited 

11. Allahabad Bank Limited 

12. The Indian Bank Limited 

13. The Bank of Maharashtra Limited 

14. The Indian Overseas Bank Limited 


New Name 

Central Bank of India 
Bank of India 
Punjab National Bank 
Bank of Barcda 
United Commercial Bank 
Canara Bank 
United Bank of India 
Dena Bank 
Syndicate Bank 
Union Bank of India 
Allahabad Bank 
Indian Bank 
Bank of Maharashtra 
Indian Overseas Bank 


On April IS, 1980 six more banks were nationalised : these are Andhra 
Bank, Vijaya Bank. Punjab A Sind Bank, New Bank ot India, Oriental Bank of 
Commeioeand Corporation Bank. 

The entire share capital of the nationalised banks has been acquired by the 
Central Oovemment; the compensation was in the cash or in the form of securities, 
according to the wishes of the directors of the company concerned. 

Share Capital: Power has been taken by the Central Government to alter, 
after consultation with the Reserve Bank, the capital structure of the new banks so 
however that the paid up oqiital of any such bank shall not be in excess of Rs. IS 
ctore. 

Reaarve Ibad : Every corresponding new Bank shall esUblish a reserve fund 
to which shall be transferr^, the share premium and the balance, if any, standing 
\ to the credit of the existing (nationalised) bank in relation to which it is t^ come- 
ponding new bank, and si^ further sums may be transferred under Section 17 of 
Wmilfing Regulation Act, 1949 [Section 3 (6)]. 

Managemeat: Each new bank shall be managed by a chairman who shall be 
the chief executive oflBcer of the bank. -He shall bold office during the pleasure of 
the Central Oorernment He will be deemed to be a public servant under Chapter 
DC of the Indian Penal Code. There is a Board of Directors for each nationiuisni 
bank. The Clmittal Oovemment has to consult the Reserve Bank on the constitution 
of the Board of Directors. 

The bank must be guided, in the discharge of their functions, by such direc- 
tms in ngsird to matters of policy involving public interest as the Central Cover* 
tmiMit after oM^ting the Ooventor of the Reserve Bank, may give. 
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AecoMti ni Aailt: Books fiave to be closed and balanced on 31st Dcccnaber 
eadi year. Bach new bank shall appoint, with the previons approval of tbc Keserve 
Bank, the auditors. Auditors can only be such persons as are qnalif ^ under 
t!on226ofthe Companies Act. 1956. Their remuneration shall be fixed by the 
Reserve Bank in consultation with the Central Government. 

Powers of Aaditors: Sub-section (3) of Section 10 of the Act prescribes 
powers of the auditors of the corresponding new bank. It reads as follows 

(3> Every auditor shall be supplied with a cony of the annual balance sheet 
and profit and loss account and a list of all hooks kept by the corresponding new 
bank and it shall be the duty of the aaditors to examine the balance sheet and profit 
and loss account with the accounts and vouchers relating thereto, and in the 
performance of his duties, the auditor ;— 

fal shall have at all reasonable times, access to the books, accounts and 
other documents of the corresponding new bank. 

(b) may. at the expense of the corresponding new bank, employ accountants 
or other persons to assist him in investigating such accounts, and 

(c) may, in relation to such accounts, examihe the Chairman or any member 
of the Board or any officer or employee of the corresponding new bank”, 

Duties of Auditors : The auditor have to make a report to the Central Gov¬ 
ernment with a copy to the Reserve Bank, Sub-section (4) to (6) of Section 10 of 
the said Act governs this matter and read as follows ; 

”(4) Every auditor of a corresponding new bank shall make a report to tba 

Central Government upon the annual balance sheet and accounts and in every such 
report shall state :— 

(a^ whether, in his opinion, the Imlance sheet is a full and fair balance sheet 
oontainina all the necessary particulars and is prop^ly drawn up so as to exhibit a 
true and fair view of the affairs of the corresponding new bank, and in case he had 
called for any explanation or information, whether, it has been ’’given and whether 
it is satisfactory ; 

(b) whether or not the transaction of the corresponding new bank, whidi 
have come to his notice, have been within the powers of that bank ; 

(o) whether or not the returns received from the offices and balance of the 
corresponding new bank have been found adequate for the purpose of his audit; 

(d) whether the profit and loss account shows a true balance of pn^t or loss 
for the period covered by such account; and 

fe) any other matter which he considers should be brought to the notice of 
the Central Government. 

(5) The report of the auditor shall be verified, signed and transmitted to the 
Central Government in such manner as may be prescribed. 

(6) The auditor shall also forward a copy of the audit report in respect to 
tile corresponding new bank and to the Reserve Bank. 



ObfOiMl of PMit ; mtking provisioo for bad and doubtful 

dabta, depreciatimi in anets, contribution to itafif and luperannuation funds and all 
other matters for which provision is necessary under any law, or which are usually 
provided for by banking companies, profits of the new buks shall be transferred to 
the Central Ooveramenu 

Powers to Am a l ga m a t e Banks : The Central Government has acquired pow¬ 
ers to reconstitute and (nauonalised) bank into two or more banks or to amalga- 
naate a bank with another banking institution. Such schemes can be formulated only 
after consulting the Reserve Bank. 

Applicathm of the Baakiag Regnlatloa Act: This Act continues to apply, 
obviously, to banks which have uot been nationalised. But it also applies to the 
corresponding new banks or the nationalised banks except where the provisions of 
the Banking Regulation Act come in conQict with the Banking Companies (Acquisi¬ 
tion and Transfer of Undertaking) Act. 

self-examinahos questions 

ThMC questions are intended to enable the student to test his knowledege before 
proceeding to answer the test paper. Answers to these questions arc not required 
to be written or submitted for evaluation. .Answers are given at the end. 

1 ■ From the following fibres ascertain the amount to be credited to the 
Profit & Loss Account of a bank in respect of Interest and Discount: 



Rs. 

Interest and discount received 

3,50,000 

Rebate on bills discounted (required) 

12.000 

Interest paid 

60,000 

Loss on non-banking assets 

8,000 

Provision required for doubtful debts 

15,000 

” " income-tax 

80,000 

Lou on investments 

20,000 

The following accounts appear in the books of a 

bank at the close of a year. 

Rs. 

Current Accounts 

11,50,000 (Dr.) 

99 99 

27,80,000 (Cr.) 

Rebate of Bills Discounted 

75,000 

Provisioa for Taxation 

4,15,000 

Provision for Doubtful Debts 

60,000 

Provision for Loss on Investments 

75,000 

What is the figure that has to be shown under 
other Accounts ? 

the main heading Deposits & 


3. On 31st December, 1970 the undermentiond balances appeared in the books of 
abank: 



Rebate on Bilb Diseonnted (l/>/70) 

12,300 

Discount Received 

l.7«,600 

Bills Discounted A Purchased 

9,00/H)0 

(average due date 14th Match, 1971) 

Bills for Collection (average due date 1st March) 

3,30,000 


1be bills have been discounted @11% and the rate ofoofflmission on b t i» s 
collection is 2% Oat. 

What should be the amount credited to the Profit and Loss Aooount in 
respect of Discount ? 

4. The loans and advances of a bank on 31st Dec. 1971 totalled Rs. 29,70,000 
eacluding Ra. I l,5o,003 bills disMunted and purchased. Of the former Rs. 80,000 
was against the personal signatures of the borrower alone and Rs. 93,Uli0 was aga¬ 
inst the personal securities of one or morejMrtiea in addition to that of the borro¬ 
wer. Both these amounts were good. remaining amounts were covered by 
tangible securities whose value on 31-12*71 was Rs. 27,60,000 ; the remaining 
amount was doubtful of recovery and had been fully provided for. The bills disco¬ 
unted and purchased were covered by hypothecation of stock valued at Rs 10,70,000 
but all bills were considered good. 

Oive the amounts to be shown against the first four items in the schedule con¬ 
taining particulars of advances. 

Aaswcrs: 

1 . Rs. 2,23.000 :2. Rs 41,20,000 ; 3. Rs. 1,71,300 ; 

4. (i) Rs 38.-0.000 ; (ii) Rs. 80.003 ; (iii) Rs. l,75/)00 ; (iv)>l, 

INSURANCE CO.\fPANIES ACCOUNTS 


Types of Insurance 

(a) Life Insurance 

(b) Fire Insurance 

(c) Marine Insurance 

(d) Miscellansous Insurance, which includes Motor Accidents Insurance. 
Workmen’s Compensation Insurance, Cash-in Transit Insurance, Fidelity 
Insurance, Personal Accidents Insurance and various other forms, 

Polats of Oistlnction Between Life Insaraace and Other Fonss of Inaarance : 

(i) Life insurance is a contract under which, in conskleration of premiums 
paid by the insured, the insurer agrees to pay a fixed sum of money either on the 
death of insured or on the lapse of a specified number of years. Life policies may be 
issued in various forms, the most important of which are the following:— 

(a) Whole Life Policy where the insured amount is payable only on death. 

(b) Endowment Policy where the insured amount is payable ^er <» the 
lapse of a specified number of years or on death, if it occurs earlier. 

flott : Policies covered by (a) and (b) may be with prolBts or without profits, 
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ABBniMOootrMotiHiera a ipodlled amount k paid •anntBy to tiwifaib* 
nd ftom tfw data m attains a qjeolflad ape ^ Us death. 

(d) Multiple Benefit Policy when, on maturity, the inumd has several 
optkns, to obtain the full amount in cash or partly in cash and partly in the 
form or a “paid up" policy or wholly in the form of a “paid up*' policy. 

Fire, marine and miscellaneous insurance business represent the type of contract 
under which, in return for premiums paid by the insured, the insurer undertakes to 
reimburse the insured for any lota or liability he may incur on the happening of an 
uncertain event. There are several types of policies iMued for each class of businM 


(2) Since, in life insurance, the amount insured is payable on the happening 
of an event which is bound to occur, namely, the Upse of the period of time or the 
death of the insured, this form of insurance is fireqnently described as “assurance** 
business. (Mher forms of insurance provide only for the reimbursement of loss or 
liability ineurrM and, therefore, they are known as ‘insurance’ business. In practice, 
Uiis distinction is not always obser^, life insurance being teimed both as “assu> 
ranee** and as “insurance" and other forms of insurance bring known by the more 
comprehensive title of “general insurance**. 


(3) Human life, being invaluable, may be insured for any amount depending 
upon the premiums the insured is willing to ^y. Other forms of insurance axe con¬ 
tracts of indemnity and, therefore, notwithstaMtng the amount of policy, the sum 
payable under it is limited to the amount of lots actually suffered or the liability 
Wurr^. 


(4) Life insurance contracts are long term contracts running over the num¬ 
ber of years but general insurance contracts are only for one year though renewable 
year after year. In the latter case, when the year is over, there is no possibility of« 
claim but, in case of life insurance, lapM of a year means no such thing and, there¬ 
fore, the premium received for thar year cannot be treated as income. 

(5) In the case of life insurance business, the excess of premium income over 
expenditure is credited to fund known as the Life Fund. The profit or loss of the 
business is ascertained by a periodical actuarial valuation for deteimioatioa of 
liabilities under existing policy contracts. In the case of general insuranoe business, 
however, certain percentage of the premium income at the end of each , year k 
carried forw^ as provkion for unex^ed liability, and the balance is credited to 
the Profit and Loss Account The provkion kept in the earlier year k ako brought. 
to the c^it of the Revenue Account AU expenses and claims for the year aro 
fjiarged agi^t tlw pfeminm income of the year and the provkions of the euriiac 
years brought forward. The balance in the Revenue Account k either profit or km 
for the year. 

Types of lararaaee Couipauies: Previously, insurance companies could be 
“pto|vietary*’, "mutual” or "co-operative life insurance cociriks.’’ A proprietary 
k a company having a share capitai and a part of whose profit k ti^bn- 
as dividend. A mutual company k one which baa no fiuue eapM and of 
by its constitutioa, only the poli^ boJders are memben. It having no sbaru 



Ctpitai, tbe oqtire profits of the oompeiij belong to fhepolicy-holden, wbicli nay be 
oliiieed for peyment of bonuses or in redoclinn of premiums. A **co operative life' 
insurance fociety’* means an insurer being a society under the Co-operative Socie- 
tieeAct, I9I2 or under an Act of a State, which carries on the business of the 
issHirance having no share capital; only tbe original members thereof and all prdky- 
holders are its members (Section 9SB). 

General insurance company may be classified as "tariff” and "non-tariff" 
companies. "Tariff” companies are (hose which form themselves into an astociatitm 
and can accept buiiness only at tbe rates fixed by the Auociation. “-Non-tariff” 
companies are not members of the Associatioa and ate free to charge any rates they 
like. 


The clauification is only academic so far as India it concerned since life iuu- 
ranoe business in India can be conducted only by the Life Insurance Corporation of 
India, set up under an Act of Parliament; general insurance companies have also 
been t^cen over by the Government and recognised into four companies with the 
Ctoneral Iiuurance Corporation of India as the holding company. 

Insoraace Terms : For a pr iper understanding of insurance business and the 
accounts, it is necessary for studiuits to be acquainted with certain insurance terms. 

(I) Pre/nfum : The payment made by the insured as consideration for the 
grant of the iruurance is known as the premium. The premium may be payable 
annually or at shorter intervals of time and may be payable throughout the period 
of the pjlicyor only for a fixed term, depending upon the conditions in the 
policy. 


(2) Considerations for annuities granted : As stated above, one form of life 
insurance is according to which annually a fixed some is paid to the insured on bis 
attaining a specified age. The amount paid to an insurance company as consideration 
for the payment of annuities is classified under this head in tbe Revenue Account: 
the amounts paid by the company as knosm as "Annuities”. 

(3) Cljiins : A claim occurs when a policy falls due for payment In the case 
of life insurance business, it will arise either on death or on maturity of policy that 
is, on the expiry of tbe specified term of years. In the case of general insurance busi¬ 
ness, a claim arises only when the loss occurs or tbe liability arises. 

(4) Surrender : Where the holder of a life insurance policy wishes to realise 
the amount of policy before the expiry of the full period of policy, he surrenders 
bis rights under the policy and in lieu thereof is paid an amount calculated accor¬ 
ding to a fixed formula adopted by the' company which is n^e known to the 
insured at the time he takes out the policy. Before nationalisation of insurance, a 
policy normally acquired a surrender value only after three annual premiums had 
been paid. Polim Usued by the Life Insurance Corporation, however, acquire 
surrender value after two annual premiums have been p^. 

(5) Bonus: A life tasurance policy may be "with profiu” or ‘without prints’. 
The hoMers of a "Without profits’* policy is entitUd to receive on maturity only the, 
amount specified in the policy ; but on a ^’with profits" policy be is entitled to receive 

addition, the amount of bonuses, dedared on each valuation. On each valnatioo. 



tWaai^aat-ataaiiaf c<3 ciae credit of life Food which b M exocn Orer det lUhilitji^ 
luJetmiiiie^Ty tbc actuary, is dU^boted luitoag the ihateholden end the policy¬ 
holders. rue snare oc' cae polieyholders is paid to them as boaiu. either ia cash oa 
dedUfhtioa or by reduction of future premiacas. or on maturity of the policy. Until 
the bouns is paid, it does not figure in the Revenue Account but is taken into 
aggn ^nit for making the Actuarial Valuation of Liabilities, if the bonus Is not paya¬ 
ble in ffSfh immediately but is to be payable at the time of the claim, it is described 
as Reversionary Bonus. The amount of Reversionary Bonus is included in claims. 

Interim Bantu : It is a bonus paid to a policyholder for a period for which 
valuation is not complete and, therefore, the exact profit or bonus has not been 
determined. Such a bonus is also included in claims. 

(6) Paid-up policy : If an insured is unable to continue paying premiums on 
his life policy, he may discontmue their payment and convert the policy into a 
“paid-up" policy. The insured amount in that case will be reduced to a figure ascer- 

according to the following formula: 

_ ,. , No. of premium paid X Sum Assured 

Paid-up value: --rf—:-- 

iutai No. ot prenuunis payable 

Other conditions of the policy, however, will remain unchanged. 


(7) Reinsu'onee : If an insurer does not wish to bear the whole of the tisk nt 
a policy, he may reinsure a part of risk with some other insurer. In such a case, the 
insurer is said to have ceded a part of his business to the other insurer. If, on the 
other hand, he insures the risk underwritten by another insurance company, he is 
paid to have accepted reinsurance business. In such a case, on a claim arising the 
will be shared between the two companies in the proportion they had agreed 
to-underwrite the risk. 


Accounts 

The books of account maintained by insurance companies are numerous and 
for entries therein technical knowMge of the insurance busines is required. 

As from I9th January, 1936 life insurance business in India was nationalist and 
under the Life Insurance Corporation Act, 1956 all the life insurance busineu in 
ii being cond icted as from 1st September, 1956, by the Life Insurance Corpo- 
- rat H" of India. Section 11 of the Insurance Act., 1938, and the First Schedule to 
that Act prescribe the form in which the final accounts of life insurance companies 
have to be prerented. By a notification in the Official Gazette Extra ordinary issued 
M August 23, 1958, as contemplated under Section 43 (2) of the Life Insurance 
Oomration Act, lv56, certain consequential amendments have been made in Sub- 
seetion (1) A (2) of Section 11 of the Insurance Act 1938 as regards its applicability 
to the L l.C. Substantially, therefore, the provisiont of Section 11 would continue to 
i^y to the accounts and balance sheet of the Life Insurance Corporation. 

For examination purposes, die fonns contained in the First Schedule to the 
Ittsuran*^ Act, 1938 should be followed. The general insurance companies are also 
pwvemed by the Insurance Act, 1938. as amended by the Act of 1968 and their 



Mmitttiluwtobe piOiliiMInttefbm |h(«liBifae8MalMtotetA«t Ai^ 
kiianum«oaqmr Boat mm ap in aeooaBa opto 31it Dtoanber «wh TNT. 


It will b* aotioadtiMt^ final aeoeoan (rf’aaintaraaceooaipuiy eoMht of-^ 


(a> kovntoa Aooonat; 

(b) Profit and Lom Aooooot: 

(c) Profit and Low Appropriation Account; and 

(d) Balance Sheet (combined for all butinea) 


Forme for aB tbeae 
arc prcecribed by 
the In man ce Art 
1938. 


The “Life** Revenue Account muat show, on the credit tide, the openbif 
balance of the Life Fund followed Iqr detail* of various items of income the chief of 
whijh are the following 


(i) Premiums: 

(ii) Coniidetation for annuities gqmted; and 

(iii) Intareat. OMdands and Reantaet after dednetioa ot tax). 

On the debit ride, varlouiteitts of nxpaiditnia,dafana,suneDderB, aannitiM, 
nt fMtiaymen t tie., are entered. 11 m balance tat ^ Revoine Acoonat la 
carried forsraid as Life Fund. Thoa, the Ufa Revenne Account by itself does not 
diaelooe the profit for the year, it only dlaclosea the Life Pond attbecloaeof the year. 

: From the following balance at at 31st December 19S4 in the 
books on the National Life Assnrance Co, Ltd., prepare a Revenue Account and a 
Balance Sheet 


Ra. 


Rs 

life Auurance Fund on 1st 


Agents’ Balances 

18,000 

January, 19S4 

34,00,000 

Outstanding interest 

17.600 

Annuities paid 

18,750 

Due from Re-insurers 

38,300 

Surrenders 

43,000 

Due to Re-insurers 

47,300 

Reserve Fund 

2,23,000 

Sundry Creditors 

1,800 

Deposit with the Reserve Bank 


Premiums lets Reinsurance 

6,90.000 

—Oovemment Securities 

2,10,000 

Bonus to Poliey-holdert 

22,300 

Indian Oovemment Securities' 

10,90.000 

Commission 

30.300 

Foreign Oovemment Securities 

73.000 

Claims (lem Re-insurances). 


Loan on Company’s Policies 

2,10,000 

—By Death 

2,00,000 

Leasehold Ground Rents 

63,300 

—By Maturity 

2,2(^000 

Securities on which interest is 


Consideration for Aimuitiee 


gunranteed by the Qovt 

4,30,000 

granted 

20,400 



Claku admitted but not paid 21.730 

Slorits of Shares of companlss 


Salariea 

30,400 

Fworporated in India 

14,30.000 

Directors’ Fees 

2,400 

IfeareCrttHal 

20.00.000 

Auditors’ Pees 

3,000 

Mortgagee in India 

14,32,300 

Law Charges 

3,400 

Cash with Bankers on Current 


Rent paid 

3,680 

Account 

4).SOO 

Other Experues of Management 730 

Cash wkh Bankets <m Deposit 


TravelUag Bxpeneee 

1,9^ 

/meeunt 

. 20.000 








lIMhtoliHid . 7^ 

State Oovenmaat Seoirities 7,23,000 

rmnituie and f iatum 39,000 

[ ^ftrtandlng Pr amiuma 66,000 


iBtaiett and Renta Reeahad 
(OiOM) 2,64,407 

lBcoiBe*tax on Interest, ere. 69,407 
Transfer Fees 600 

Interest Acomed but not doe 29,400 


Natloaal life Aasnraaoe Conpaajr Lt4. 

Reveane Accent fw the year ended Slet Deceaiber 1954 


Rs. 

Taime Icas Re-insuranccs 

By Death 2.00,000 

„ Maturity 2,20,000 


Annuitiea 

Surrenders 

Bonna to Policy-holders 
Expenses to Management 


, Commission 50,500 

, Salaries 30,400 

. Travdiing Expenses 1,930 

. Directors* Fee 2,400 

5. Auditors’ Fees 3,000 

: Law Charges 3,400 

lUnts 3»600 

.. Other Expenses 750 


Balances of Fund, as at 31tt ——— 
3aoember, 1954 as shown 
in the Bali^ Sheet 


Rs. Rs. 

Balance of Fond as at 

1st January, 1954 34,00,000 

4,20,000 Premium Less Re>insu- 

rances 6,90,000 

18,750 Consideration for Annu- 
63,000 ities Granted 20,400 

22,300 

Interest, Dividends 
and Rent 2,64,407 
Less: Income-tax 

thereon 69,407 

-1,95,000 

Transfer Fees 600 

96,000 

36,83,750 


43,06,000 


43,06,000 


Balance Sheet as at 51st December, 1954 


LkMUitt 

Rs. 

Asuif 

Rs. 

Rs. 

ttare Capital 

20,00,000 

Loans 


• / 

Reserve Fund 

2,25,000 

On Mortgages in India 

14,32,500 


JfhFund 

Dntdvadinf liaUUty 

36,85,750 

„ Policies within sur¬ 
render value 

2,10,000 

16,42,300 

in asspect of claims 
Amount due to other 
mrsons mr bodies 
Ohtrfiim on Insurance 

21,750 

, 47,300 

Invedffioits: 

Depont with the 
Reserve Bank of India 
Indian Oovenimcnt 
Sfee^^RiN ' 

2,10,000 

10,90,1^ 



t 



Saadry cnditon 


liSOO State Government 


Securities 

7,23,000 

,1^ 

Fmeign Oovemment 


' '/ 

Securities 

75,000 

r. 

Securities 



Guaranteed by the 



Government 

4,50,000 

-■ 

Stock and Shares of 
Companies incor¬ 
porated in India 

14,30,000 

40,00,000 

Leasehold Ground Rent 

63,300 

Afcots* Balances 


18,000 

Outstanding Premiums 


66,000 

Interest, Dividends & 
Rents Outstanding 


17,600 

Interest Dividend St 
Rents accruing but 
not due 


29,400 

Amounts due from 
other persons or 
bodies carrying 



on insurance business: 


38,300 

Cash At Bankers on 
Deposit A/c 

20,000 


At Bankers on Current 
A/c and in band 

47,300 

67,500 

Furnitures ft Fixtures 

Total 

39,000 

39,81,800 


Actnriel Valaetlee: It to a complwated authemeticBl prooen by which the 
net liability, that is the cacew of the expected fhture liability under each policy over 
the value of premiums payable by the insured in the future, is ascertaind. For the 
purpose, the experience of the company as regards claims on account of death and 
the average yield on its investments is taken into account The process of valuation 
is carried out by the L.I.C. every two years. , 

I f 

If the future liability on the policies reduced by the amount of premiunis re-, 
voverable in the future, is less than the amount standing to the credit of the LlfW 
Fund, the excess will represent profit for the inter-valuation period. The fomi'ito 
which the Net Liability the Life Fund are compared is called Valuation Bafamoe' 
Sheet. 

• ''•J 

According to tbeprovtoion aoootained in Section 28 of the Life Insurance Ooi^ 
|K)ntiion Act, i956,93% of tMsarpiusdtootowedcmavitiiia^tiiaUbeallooMad'lW 


r 



tbspollqplMldai»<^dMCorpontioaa«d the icffiaiodcr may bevtiliKd forsuch 
pgofposei «• the Oovernment may determine. The profit allocated to the policvhol^ 
dota ia diatribsted as “bonus” on with-profitpolides. 

Dtasfratloa : The Life Fund of a life insarance company was Ra. 26,80,000 on 
December, 11^9. The interim bonus paid during the pro\ioDa three years was 
Ra 12,41M). The net liability as per the Acturial Valuation was Rs. 19,65,000 and the 
anrplas brought forward from the previoot valuatioa was Ra. 2,38.000. ft is proposed 
to carry forward Rs. 1,87,420 and to divide the balance betucen the riiareholders 
and the policyholders in the ratio of 1 :14. 

(1) the Valuation Balance Sheet; 

(2) the net profit for the three-year period : and 

(3) the distribution of the surplus, 

Sobtionl 


Valuation Balance Sheet of . Ltd. as at 3ltt. Dee. 1969 

Net Liability as per Rs. Life Fund as per Balance Sheet Rs. 
Acturial Valuation 19,65,000 26,80,000 

Surplus 7,15,000 

26,80,000 26,80,000 


(2) Net profit for the three-year period i 

Rs. 

Surplus as per Valuation Balance Sheet 7,13,000 

Add Interim Bonus 12,420 

Total Surplus 7,27,420 

Less : Surplus at the beginning of the period 2,38,000 

Net profit for the period 4,89,420 

(3) Distribution for the Surplus ; - 

Tout Surplus 7,27,420 

Balance to be carried forward 1,87,420 

3,40,000 

To be distributed among the shareholders (1/15) 36,000 

To be distributed among PoIicyholderB :— Rs. 

Already paid is Interim Bonus 12,420 

Reversionary Bonus now declared 4,91,580 5,04,000 


If the actuarial valuation disclofes that the Life Fund is not suflScient to 
meet the net liability, the difference must be debited to the Profits A Loss Account 
nad cndRed to the Life Fund. 




WnMm ht fnmxmmttte y«ltetiatt Biilnoe Sbeet bf'a 
MWiliOmproflt, as tadkAfed alxnr^ap^ ofitlias to6eaivaito driBV6tt^ 
iKrioera aa boans and the fwnaialiit fmrtkmiB ntained by tbe inrarer for diipoail 
as he m$if thMc fit. The beam givcB to pc^hokknis of two types. Oae is called 
boaashicaab,/«., tiieaBioinit whi^ would be payable to tbe pcdicyboldets fasK 
OMdiatriy ; tids amomt. of ooorse. may abo be adjusted to tbe poUcyhoMen aniaot 
Ihe piea riu m doe from tbeaa. Hm seoood type of boaus. which is mrvalent io 
is oafled Revefsionary Boaus: this bonus is paysUe only when tbe pedioy matoMa. 
XJsually, tbe amount of such bonus is much more than tbe bonus m cash. But B 
aboold be remembered that in case of teverslooary bonus, on declaration of the 
bemns, the innirer assumes immediately a liability equal only that for tbe bomm la 
cash. 


Accounting entries in respect of profit declared by the Valuation Bahmee 
Sheet can be made in two ways. The first method, which is prevalent in India, is 
that the amount of bonus in cash and tbe amount payable to tbe shareholders as 
dividend or other such appro pria tions are debited to the Revenue Account. The 
balance of the profit remsina merged with tbe Life Insurance Fund. The insurer 
must, of course, take care that tbe bonus in cuh, the dividend to the sbaiehoMsia 
and otbtf appropriations of |m>flt. donotexc^ the amount of the proBtM 
radooed by the liability in respect of reversionary bonus. 


The aeeond method ia to transfer the whole of tbe profit to the Piofit and Loss 
Aoooont by debting the Life Insurance Fund : by this entry the Life Insurance Fund 
is reduced to tbe same figure aa tbe liability shown by the actuarial valvation. Thart' 
after the bonus paid in cash to policybolders or the dividend to shareholdera and 
other appropriations out of the profit are debited to the Profit and loss Account. 
Care must also be exercised to see that an amount calculated at tbe rate of cash 
boona, in respect of bonus which will be paid along with tbe policies, l.t. revarriem- 
ary bonus, is debited to the Profit and Lost Account and credited to Life Insurance 
Fund. 


Snppoie n company baa poiidea worth Rs. 10 crore in force and it dedarea a 
boona of Rs. 6/^ in catfa or Rs. lS/> per thousand as 'reversionary bonus'. If policy* 
boldars having policies of the value of Rs. 8 crore opt for reversionary bonus, thu 

amount of this additional liability will be Rs. 4,80,000, ie, X 8,00,00,000. 

This amount will be debited to the Profit and Leas Account and credited to the Lifii 
iBMiancePund. 


Acceaut af C su a r a l laaenace Ceaspaulea 

The distinguisbiag feature of general insurasre, as rrirr»t<) *<> l>f' irturanca 
is that ganeral fauurance policies are only for cne year. Tberefcie, if there b no 
dalm againat dw policy within the year, the premium, so to ssy, is a profit for the 
faaaral l as Bra nce oompamy. In other words, moadly, if daima and expenses are com* 
paiud iritBthe premhun hmome, the f^re of profit or loss would be leadity ascer* 
laiaad. BMsavur, fimaaisaa huportmit pdnt to note. Policies are issued ihrouyhout 
BMyeari||Latthecndofayear. therefore, there Veuid te a maher of foUdas 
Ag* WOgll^fipktapMil i jp tgqwctofapdr pdUdes.clawainay arise withevt fikif 



iaoM TlwnCbn. if it kcMeatU that a piovWea be 
4 aaiBmaad fai nepeot of aacSt poaibk daima ariim aocomita are dravm np. 

llMBineiitiTeCoiiimineeofdie Oetwral iBaoraaoe Cooacfl has laid dowa 
the roOowtaig at mloimimi provUoa or tete m to be maJatained in tbit rtf ard: 

100% of net pie minm t (It., bmamee pmaiosi leit reiatarence) ia ra w* of 
laartae l aea n uice on hail (ihipt), and 

40% of net premiam in other catet. 

iDoome-tax aothoritiet allow a proviaion of 50% of net tvemhinn eicept in 
ease of marine fairarance where 100% of net laemhinu alloa ed. The proviaioa ia 
carried fmward to the next year and it credited to the next years Revenue Accounts 
The Aoooait will also be shown as a liabOity in the current year's balance riieet. 

Pmdent oompaniea, however, maintain reserves much above the minimum level; 
the enats la termM at ‘‘additional reserve*’. The opening balance of such additioml 
laafirrn is entered in the Revenue Account and the desired closing balance is entered 
on the side, al<mg with the minimum provision that it required. 

Tatorlal Note : In an examtnarion, in the absmet of directions, the additional re¬ 
tent carried forward to the next year should be the same as In the beginning of the 
year. 


The following additional points should alto be noted : 

(a) The amount of claims should include all expenses, like Surveyor's charges 
directly associated with the ciaimt Any amount recoverable from the 
reinsurer should be deducted. In the Revenue Account, there should be 
information about the claims paid during the year, those outstanding 
at Ae end of the year and those outstanding in the beginning. 

(b) Reinsurance premium paid should be deducted from the premium in¬ 
come. 

(c) Commissioa paid in respect of direct business should be distinguisbed 
from commiidon pai' on re-insurance premiums received. Commission 
received on the re insurance premium paid is shosm on the credit side of 
the Revenue Account as “Cmnmhsion on Reinsurance Ceded”. 

[Hr should he noted that the rate of commission prevaUlng these days isjhe 
per cent Inca erf Fire and Marine Insurance and ten per cent hi respect 
rfmiscellaneous business.] 

(d) or htoomes which relate to a particular type of bnsineia sbonld 
be entered in the Revenue Account concerned, but, expenses or incomaa 
whhdi are common to ail the bmmess should be enters in the PrcAt ft 

Ale. To tills account svifl also be transferred profit or loss fttpi 
tile varioas Revenue Accounts. One should note to debit Income-tax to 
the Profit and Loaa Account. 

(e) There win also be Profit and Lorn Appropriation Account to which the 

pri^t d«^ioeod Profit and Loss Account srill be transferred. Dividend 
paid to dMRftoWsn other apptopriatipiM arp d^iifed 40 ^ gcppnpt. 
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A Mpanrte Revcooe AecoUM li fcq u ireii to te prtptted lari«qMt4f 
etch butoMM (Seetiofi 10) and tbe niiphise* dnctosed by the wmnie 
accounts after provUing for unexpired risks, are transferred to tbe Profit 
and Lost Account. In uia Mcotmt, all items of income and cxpendituie, 
not chargeable to Revenue Accounts, are shown. 

A combined Balance Sheet of all the businesses is prepared but is 
shows the amount of "Pond** fprovision for unexpired risk) for each 
busincM separately. Hosrever, assets of life business sbonld be shewn 
separately from other assets of tbe insurer. 

Illastratloa: The fcdlosring balances as at 31st December, 1977 have been ex* 
traeted from tbe books of accounts of the Noclaim Insurance Co. Ltd.;— 



Rs. 


. Ra. 

Fire Fond Account 

4,67,000 

Commission on Re-in¬ 


Marine Fund Account 

1,84,000 

surances ceded: 


Miscellaneous Fund Account 

68,000 

Fire 

32,400 

Additional Reserve 


Marine 

6,200 

(Fire) 

1,20,000 

Miscellaneous 

3430 

Premiums; 


Commission on Direct 


Fire 

12.56,750 

Business 


Marine 

1,87,000 

Fire 

1,64,500 

Miscellaneous 

2,10,800 

Marine 

15.4C0 

Re*insurance Premiums 


Miscellaneous 

28,700 

paid and outstanding; 


Expenses of Management 

• 

• 

Fire 

48,600 

Fire 

3,24,600 

Marine 

7,500 

Marine 

37,400 

Miscellaneoua 

14,800 

Miscellaneous 

67,300 

Claims paid: 


Miscellaneous Expcnces 

5,670 

Fire 

3,47,000 

Miscellaneous Income 

420 

Marine 

54,000 

Share Transfer Fees 

220 

Miscellaneous 

1,00,600 

General Reserve 

3.00,OCO 



Audit Fees 

4,000 

Claims recovered from 




Re-insui«rs; 


Directors* Fee 

3,000 

Fire 

12,300 

Rates and Taxes 

3,600 

Marine 

3,400 

Rents 

9,400 

Miscellaneoua 

6400 

Profit & Loss Account 

46,400 

Shsure Capital 

8,00,000 

Interest and Dividends 


Claiins inttipM^ but not 


Outstanding 

5,400 

paid as on 3147*1976: 


Mortgages in India 

4,24,000 

Fire 

38,600 

Income from Investment 

87,^00 

Masiaa 

16,000 

Income-tax on ueome 


Mlsrsflliaanns 

14460 

fiosn Inusitnieata 

22440 
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Comm l i ri a w <m 
■ai]H|CM accepted : 

Fin 48,600 

Marine 8.700 

^ MiKcUineoui 9,430 

Stock and Shares 12,6C0 

Mfeatment Reserve 2.12,700 

Amonnts doe to Re-insurers 12,300 
AhKhints due from Re-insnrers 9,600 
Sundry Creditors 12,870 


Oovt. Spcnrities deposited 
with the Reserve Bank 3,67,800 

Indian Government Securities 14,23,600 
State Government Securities 2,48,500 
Agent's Balances 78,640 

Outstanding Premiums 14,750 

Cash with Bank on Cu rent A/c 1,86,400 
Cash in Hand 1,640 


It is proposed that out of the pruSts Rs. 1,00,000 be transferred to General 
Reserve ana that a dividend @ 12 per cent be provided for after making a provision 
of Rs. 2,00,000 for Income-tax. 

Claims intimated but not paid cn 31st December. 1977, were as under 

Fire Rs. 55,400 

Marine Rs. I2,7C0 

Miscellaneous Rs. 19,400 


Prepare Revenue Account, Profit & Loss Account, Profit & Loss Appropri¬ 
ation Account and Balance Sheet of the Company. 


Solatlon: 


The Noclaim Insurance Co. Ltd. 


Fite Revemw Aocoaat for the year ended 31st December, 1977 


Rs. 

Claims leu Re-insurance: 

Paid dur^ the yw 3 34,700 
Total estimated Uability 
on outstanding claims 5S,4C0 

at the end of the year- 

Laps: 3,90,100 

Outstanding claims on 
31st December, 1976 38,600 

Commiuion on - 

Direct Busineu 1,64,500 

-Re-hunrance accepted 48,600 


Rs. Rs. 

Reserve for Unespired 
Risk b/fd. 4,67,000 

Additional Reserve 1,20,000 

Premiums leu Re-insurance 12,08,150 

Commiuion on Re¬ 
insurance ceded 32,4CO 

3,51,500 


2,13,100 


Expensu of Management 
Profit transferred to Profit 
and Lou Account 
Balance carried to Balance Sheet: 
Reserve for Unexpired 
Risk : 40% of Rs. 12,08,150 
Additional Reserve 


3,24,600 

3,35,090 

4,83.260 
1 , 20,000 • 


18,27,530 


18,27^50 



AMMt fitr Ite cM Dm<^ 


Rl 

OaloM Im Re>iaiiiniiom t 


Paid ^httfot the y«u 
Total eetiiuted 
UaMfty on out* 
adding dalou 


M.600 

ATOP 

6).300 


Ra. 


Lwi: Outatanding 
eUtMOO 3lit 
Deeemtwr, 1966 
Cotwnittion on: 

Diiect Bluing 
Re^Muraaoe accepted 


16,000 47,300 


1S.4Q0 

8,700 24,100 


Reaenre for Unexpirad 
Riakab/rd 

Pmninina kaa 
Re-httorancea 
CommissioD on 
Re-mamaace ceded 


Bxpenats of Management 
profit tranaferred to 
Profit & Loaa A/o 
Balanoe carried to 
Balance Sheet: 

Raaerve for Uneapired 
lUaV (100% of Net premtama) 


37.400 

81.400 

1,79.500 


3,69,700 


Ra. 

1,84,000 

1,79,900 

6400 


3.69,700 


Misceliancoa Rereaae Aceoant for the year ended 31at December, 1977 


Ra Ra. 


Ra. 


Clahna km Re-iniorance: 
JPaid dating the year 
Total eatinated 
Uibllity 00 outatanding 
daima 


94,300 

19,400 


1,13,700 


Lem: Outataadkg clalma 
on 31it December 1976 
CommMonon 
Direct BnahKaa 
Re^aaorance accepted 


14,500 

Mi700 

9,450 


99400 

31,150 


Reaerve for Uneapired 

Riakab/fd 68,000 

Premiuma kaa Re^naorancea 146400 
Comnimion on 

Re-inaurance ceded 3,130 

Loes tranaferred to 
Profit k Lem A/c 15430 


Qxpmiaet of Mnnageinait 

canied to Balance Sheet 
IUierve5?l^Untfln»ixed 

FilkC* 


■ 


67,300 


78,400 


243458 






PMh>(*t«w 


Pt o viiioB for Tuution 
ExpoiMC of Minageiaeiit: 

Rr. 

Ai^it Fee* 4,000 
Director’s Feet 3,000 
lUlet & Taxet 3,600 
Reau 9,400 

Misoe, Expenses 5,670 

Lorn transferred from Misc. 

Revenue Account 
Balance, being profit for the 
year transfOTcd to 


Rk 

2,00,000 


31st P e e em fc m , 197t 


Ra. 


Interests. Dhridends Ra. 
ft Rents 87,400 

Less: lncome>taz 
thereon 


22,940 64,460 


25,670 Profits transferred from 
Revalue A/cs 

Rie 3,35,090 

Marine 81,400 


15,920 


Transfer Fees 


Appropriations Account 2,40,C00 Misc. Incene 

4,81.590 


Prellt ft Less Appropriatiaa Account for the year ended 31st 

Transfer to General Reserve 1,00,000 Balance b/f. 

Proposed Dividend • 12% 96,000 Balance for the year, 

Balance carried 90,400 transferred from P ft L A/c 2,40/)00 


4,16,490 

220 

420 

4,81,590 


,1977 

46.400 


2,86,400 


2,86,400 


Balaace Sheet at oa 31st December, 1977 
Rs. 


8,00,000 


Share Capital 


Reserve or Contingency A/cs: 

General Reserve iflOfiOO 
Investment Reserve 2,12,700 
Profit ft Loss A/c 90,400 7,03,100 

Balance of Funds and 
Accounts: 

nre 6,03,260* 


Marine 1,79.500 

Miscellaneous 78,400 8,61,160 

Bstiwated liability in respect 
of rdalins 87,500 

P ro p ose d Dividends 96,000 

Amounts due to Re-insurers 12,300 

Snndry Creditors 12,870 

■MnMon for Taxation 2,00,000 


Total 27,72,930 


Rs. 

Loans: 

On Mortgages in India 4,24,000 
Investments 

GovL Securities deposited 
with Reserve Bank 3,67,800 
Indian Govt. 

Securities 14,23,600 

State Govemment 
Securities 2,48,500 

Stock and Shares 

in Companies 12,600 20,52,500 

Agents’ Balance ^,660,. 

Outstanding Premiums 14,750 

Interest, Dividends ft Rents 
Outstanding 5,400 

Due from Re-insurers 9,600 

Cash; 

At Bankers on Current 

Account and in band 1,88,840. , 

ToW 27i^30 
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The followhif balancee relate to the SEA BLESSED INSURANCE CO. 


-TD. 



Year 

Year 


ending 

ending 


31st Dec. 

SlriDec. 


1977 

1978 

Premiums 

5,00,000 

6 ,00,000 

Commistion on Direct Bnshiess 

22,500. 

30.000 

Commission on Re-insurance AcrepUd 

17,500 

25,000 

Commission on Re-hisurance ceded 

42,000 

24.000 

Oaimt under Policiet (paid during the 
year) 

86,250 

1,62,250 

Depredation on Furniture, car etc. 

12,750 

15,750 

Profit on Sale of Motor Car 

6,000 

Nil 

Lose on sale of old furniture 

— 

2,000 

Double 1. Tax Refund 

14,000 

7,000 

Audit Fees 

10,000 

10,000 

Salaries to stafiT 

1,25,000 

1,35,000 

Printing, Posuge and Stationery 

46,500 

57,500 

L^l Expenses 

5,000 

4,000 

Miscellaneous Expenses 

15,500 

22,500 

Bad Deba 

750 

22,200 

Recoveries in respect of claim under 
re-i^tanoe 

10,000 

20.000 

Re-insutance Premium 

50,000 

1 ,00,000 


Total amounts of estimated liability in respect of outstanding claims as at 
3l.lJ.1976 ; 31.12.1977 31.12.1 78 were Ra, 34,250, Rs. 44,750 and Rs. 55^550 
w^aotively. 

Reserve for uneiirired risks as at 31.12.1976 was Rs. 3,20,000 and t)ie 
Ad^^Mal Reserve was Rs. 32,000. Reserve for vnexpired risks was to be provided 
and Additional Reserve at 10% of the net Premium income for the 
le^^ieg 31.13.1976 and 31.12.78. 

^ Prepare Bilirine Revenue Accotmtoof SEA BIASSED INSURANCE CO. 
LTD. for the year ending 31.12.1977 and 31.13.1978 Id the jarescifted fm. 



SEA BLESSED INSURANCE COMPANY LTD. 

Marine Insurance Revenue Accounts for tbe year ending 31tt Dec., 1977 and 1978. 

31st Dee., 31st Dec., 31st Dflfev 31stDneL» 

1977 1978 1977 ' iWl 


I t I t I 
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J « 5 

<s 


11 i ^ ^ I 
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o 
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o S 
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8 18 § 

I “ 
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* g o ,a 6 :§ I -s 

ss 


JS (m 

u o is 
99 *c8 ^ 

I^l 


I i 

§ §s 

g gl 

I 8 II 


o g p 
O a o 

S . S-: 


' IV. Eqieoses of Management 2,02,000 2,29,000 

V. Bad Debts 7S0 22,200 





fttr-OAMDUTimi QUBllONd 
1. la 1983, tlM DdU Mvtnal Uft Inranum Co. Ltd. paid tho foUowhi 


MMMttt 

AgidMt poUciM whkii iDttared S,00,000 

** ** the hoMen of which died 1,00,000 

** *' which have beeo aumnderad 20,000 

** *’ which were declared paid-up sometime ago 3,000 

Interim Bonus on policies amounts of which have been paid 3,000 

Bona in cash 4,000 


How modi will be the amount to be debited to the Reserve Accounts as 
daimT (Rs. 6fi8’000) 


2. A new life insnnnoe company receivea in the first year premiums tota- 
lUaf Ri. tj00,000, and pays claims totalling Rs. 30,000 and incur espeoses totallhu 
JIa. 85j000. How modi profit hat it earned in the first year ? (JSU} 


3. On 31st December, 1976, the outstanding claims and premiums were 
r s sp e o t i veiy Rs. 93,000 and 3^C03. The Life Pond on that date as disclosed by the 
Ravsnue Account was Rs. 13,36,000 and actuarial valuation showed a net liability 
of Rs. 14,10.000. How mudi is the profit diat the company earned ? U^6,000) 


4. The undir nentioned fisures anangst others appeared in the books of Y 
Oeneial Insurance Co. Ltd. as on 31st December, 1980. 


Rs. 


Claims outstanding 30,000 

Claims Paid 2,70,000 

Ciahna covered oodm re-insurance 37,000 

CommisBion on re-insurance premiums paid 3,000 

Snrvqpors fees regarding claims 15,000 


There was outstanding claims on 31st December, 1979 totalling Rs. 38,000. 
Wkidi it die amount that wiU be debited to the Revenue Account in respect of 
daims (2,40,000) 

3. X Fire Insnranoe Co. Ltd commenced in 1979 for which year its books 
showed the following: 


Premiums received 

10,03,000 

Rdnsnranoe premium paid 

60,000 

daims paid 

2,10,000 

Bspenses of Management 

3.20,000 

Commiasioo paid 

80,000 

Claims unpaid at the end of the year 

40,000, 


cover all poUeies. Prepare the Revenue Account, assuming the claims 
have arisen ontt pdides hi general. ILou JU. 68 000) 

Tha 8lsd Slats hffg. Co. [Press Dqitt] 160, Ajmeri Oate, Ddhi-6 nimie 1263143 

July. 84/10,000. (Raviaed) 
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DOUBLE ACCOUNT SVSTEM 


*'De«ble AcooBBt Syttea" U the Mine gives to the tytlem of proceisiaf the 
fall aoeeaste of oerUui ttttatoty conpeaiei, forised by qtecial Acts ^ ^urlieiBent. 
Many pabtte vtility asderuktajs. e.g., electrtcity oompeake aad rtUaray eo»- 

ptaln. 


The '‘Doable Aoeoaat System" is aot especial met^iodof kecpii^aecoeais 
M rather a spedal aMthod of jpreseathif acoonHs arfafeh are kept nndw the aocasal 
dooUc estry q^tem. Uader the systma, separate aocouau ia respect of cqiitid 
aad reveaaa (b«Mh receipts aad payments) are prepared in order to show clearly the 
caf^tid raceipts aad the nuuiner in whidi the amonnt thereof hat been invested 
Sach a practice has also the ellleet of segregating the two types of receipts aad 
payateats whereby aay defldeacy in capital or revenue receipts as compared to the 
espeadHare met out of it, is readily disclosed. 

Unless a busiaess is adequately fliuuiced i.e., it has suffickat capital to omet 
hs flaed capital expenditure and it is provided with the working cai^l it reqaires. 
k asay at aay tiare rua iato diffleahi^ Adequacy of capital is more important ia 
the caae of a public atilHy undertakiag as compart to another. Firstly, becanse a 
huger ammret of capital is nsaally required to be iavested ia the form of fiaad 
capital espeaditure aad seooadly, the amaaer in whtefa the cqiital has been raised 
caa be quite an important factor for the stability the concern. For example, if a 
coacera has raised a part of its capital ia the torn of a baak loaa or depoeita, it 
nay have to be repaid after tome lian, whi^ laight cause eome finance 
casbamsBaMat to the coacera i^esesoBM sHaraethfe anaagemcats are awde. 


U if also importaat that a pablie atility coacera. eacc started, should 
coatiana to work paraHmMtly aad should be abia to estaat its activities so as to 
asaat tin gtowiag aasd of the comasaaity. Sadi a coodtioB caa be eMtared oidy if 
the aadertekiag appropriates out of its proStsatnfBekal aiaoUMtto tbeeraditof 
the Depcechahm FWd, aceumulstiil ever the Hfb of Aflhreat assets for thair 

Fmid hrdlSwahy Stat iama f V af S ihsiu l i VI to tha Bleciikl iy ( Sapp^ l Act 


It auMi Ihrthar IwBflol 
msdleidiaiAiMd. ariradom 


. I • 
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iV]iii|e.|n«iM| 


toto xsce—I tfc« iw rtda g Hfc of—at M>et; iiMttai «f 
«M« made bjr appvopriatiaf aoieaaiti out of mvmm to the 
kw Ftad. aad the coet of reaevml of tjhe 'ftieet wee^Miiied 


• fl oo wtt prepend under the ‘DooUe Aoeoont System* BormiBy 

combk^r "" 

(a) Bavaaiw Aooomt 
Htt Wmmo9 Aoeoont. 

(cO Opflil Aooowt (Receipts ft Expenditore on Capital Account), and 
(d) Oeneral Balance Sheet. 


(a) Rtmmt Aeeomt. This account is analogous to the Profit and Loss 
Account €t a trading ooncem showing on the debit tide various hems of expdnditnre 
and, on the credit tide, various itenu of income. It should be noted that depfeoia> 
tion is debited to the Revenue Account but credited to Depreciation Reserve and 
not to the asset concerned. 


(h) Net Revenue Account : This account is siudogoas to the Profit and Lose 
Appropriation Account of a trading concern but differs firom it in one important 
respect This is that interest items, such as on loans and debentures, are treated u 
an appropriation out of profits and are shown in the Net Revenue account. Such a 
treatment is required as debenture and loan caj^ls are considered as a part of the 
capital of the concern. This practice is in sharp contrast with the MIovred for 
preparing accounts of an ordinary concern in which case the loan and debenture 
interest is treated u a charge against profits and shown in the Profit and Lorn 
Aooount. 

(r) Receipts and Payments on Capital Account at Oeneral Balance Sheet: 
Under ^ Doable Account System the balance sheet is split into two parts, Receipts. 
and Expenditure on Capital Account and a General Balance Sheet. 

The main pnrpose of the former is to show: 

(i) the total amount of capiul raised and its sources; and 

(ii) the manner and extent to which this capital bat been applied in the 
■ acqnisiUon of the fixed assets f<w the purpoee of eariying on the buaincm 
of the undertaking. 

R ^na diselooes the receipts anduapenditan on capital account, that is, the 
reee^ (tom the issue of Antes, dAentnres and loans and the cxpeudttnrn. 
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out of mch wceiptt, ou tlw acquitHioit of and addition to ijwd Hirta. Tka 
Receipts and Expenditure on Capital Account is slionn in a eohunaar foenu Hero 
are three aBooep cdnaas: (i) one sbowint the amount at the comaaaacenient of 
the period, (10 another dbclosiag the amount received or ipe]it duriof the period; 
and (iii) that showtni the balance left at the end of the period. 

Preliminary expenses on formation are treated as capital expenditnre and 
shown on the “Expenditnre” side and premium reerived on isne of aharee, or 
dcbeatuics is shown on tha “Receipts'* tide. As a rule, disconot on imt of ihaies 
or debentures is deducted from the proceeds of the imne und the procaadi are 
duHrn net. 

In the cate of electricity supply companies, the capital receipts and tha total 
capital expenditure are shown in the Oeneml Balance Sheet instead!^ only the 
balaneebeinf shown. 

The Oeneral Bafauice Sheet, in addition to the Bf urcs of total capital reoeipta 
and total capital expendithre, includes all other assets and liabiUiies. It ii drawn 
np in the utual way, shMlng, on the left hand side, reserves. Depreciation Fund, 
eurrcBt liabilities and other credit balaaces and, on the right hand side, the floating 
assets and the other debit balances. 

Ptculiarftattires of the system 

(a) The Balance Sheet b presented in two parts, viz., Capital Account and 
Oeneral Balanoa Sheet. 

(b) The C^tal Aconunt Miours the total expenditure to date on assets whidi 
may or may not be iu existence at the date of the account. 

(c) Loan and dabeatures interest is shown in the Net Revenue as an 
apprqiwiation of profits. 

(d) Oepiedstien is not shown as a dednetion from the vost ofaisats but aa 
an aecnmulated ftpiy* (he General Balance Sheet. 

(e) Renewala are pro^Asd for out of current revenue. 

(f) Discouut und premium on issue of shares ind debentures are permaneatly 
retajaed as capital itons. 

(g) The published aooounts are usually accompeiaed by voinmiaous staler 

(a) Pilblio utility oonoenu ftequently e^joy nMMopoly righta granted by 
the State. A pteietibe Itacui in which aeoonntt must bnpneeatedis 
owe of the eeatrolanxeiciandhy the Stele to ensue that, eonaiitent with 
a raaaonahla letem on the m^ftal Employed, the concern rend ers the 
ehaepcat eod tha aest sScisat seevies to thepnUie. 
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(b> TlMCij^Ul AccoontrMutilydisclMnthesowcnoreapital, the msmt 
ia educh it h etilited and the voder or over^epitalinti^'tf any, 

(c) The Net Revenoe Aceooat eetregatet from the Reveaoe Aeooeat all 
iteaa which are axtraoeoai to thBactoai worfcioi of the ooaeani. Thatw* 
fore, the Reveaoe Accoaat diidoici the perineal leeolti of the‘*Mre’* 
opetetiiit ectivitiei of the coacem. 


(d) The ataodardiaatioo of the fono io whidi the eoeoaata 
ooaee ra e leoderiai ehoiler eervioee, e g., eta^sl^ e 
ereedjf heeie for the peweratieB rfitidettoei ■teteeieBi 


JMttdHmtagii ^ftkegysum 

(a) All aeeete retaela etcoet. ead ualeee a D ep ee c ietioa Paad ie baUtopt the 
trae poeMoa ie not ehown. 

(b) Where ea hen, hevieg a ehort Ufa it iadaded ia Capital Aceoeat, 
the aeaet cootiaaei to appear ia the Accoaat loag after it hae hem veed 
ap. 

<c) Uakea Reptacciaent Fund is fbrmed, the varying charge for replaoenieat 
distorte the various yean* resulu. 

(d) It is not always possible to arrive at the exact amoaat to be charged to 
reverme oo r^acemeat of aa asset by the coastmdiooofaaewa^ 
inpeoved asset 

V 

(e) The accounts are not easily understood by the general pobUc 

IRratvalloB : The following balances are extracted''from the Books of Flaoh 
Light Electric Co. Ltd.: ^ 


(9 Fixed Assets: Expenditure opto 1-1<1969 

(a) Load and BuiMiags Rs. 10,00,000. 

(b) ifachinery Rs. 13,00,000. 

Oi) AddMom dining the yean : Machinery Rs. 3,30,000. 

(iii) Dqpraciation Fnnd; 

(a) Machinery Rs. 3,00,000. and 

(b) BaildiagRs. 1,00,000. 

(iv) Aatboriaed Capital Rs. 50.00,000 divided into Equity Shares of Rs. 
lOOea^ 


(v) Isened aad ftilly paid up 20,000 canity shares of Rs. 100 each (iBclad> 
hg 2,300 equity shares issued during the year). 

(Vi) Debentures Rs. 10,00,000 seenred by a charge oa Fixed ^aets. 


(vii) Sundry ereditors Rt. 2.S04XK). Reserve Fund |U. 5,M,00^ Reserve 
InveetMBU at cost Rs. 3,00.000: Market Value Re. 3,23,000. 



(tW) Stock Ms. ?jQS^: Soadiy Dckton 1U. 4.30^ : M tk 
(b9 holt* t(MAooo«irt. (Cr:)»i.^^^^ 


i'-. 

; i V 


Yoa ««» tetnMcitft pMfW«4 

(I) tetaaocShactasatSl^ Die^lSkorj 
the CoMptiici A;^ 19^ 

(K) (•) 

0» 


■'* i ■ -1" 1 '^.r , , 

(o:tfshteYI 90 


SjretMo. 


fl c l otlea: 

(1) ILASHUGBT ELECTIIC CO. LTD. 

Bdeoee Sheet M at Sid Dec. 1M9 

(Vndif Single Aecoimt* Sjnteni) 


LlabUMet 

Rs. 

Assets 

Jts. Rs. 



Fixed Assets 


SureCapUaJ 


Land A BuiMinp 


Aothorittd: 30,000 Equity 


(at cost) 

lomooo 

•hem d fU. 100 each 

30,00,000 

Lets: Depreciation 

1 

1 

laeved, Sobicribed A 


Machinery; 


Paid up: 


(at'cost) 

15,00,000 

20,000 ^oity Shares 


Additions during 


of Rs. 100 each AiUy paid 

20,00,000 

the year 

3,50,000 

Retenesii Swfba : Rs. 




Reserved Fund S,00/)00 



18,50,000 

Profit A Lost A/c 2,02.300 


Lets: Depreciation 

3,00.000 13.30^000 


7,02,500 


24,50,000 

Secured Lotm: 


Investments: 


7.3% Debentures 


Reserve Fund Invest¬ 


(Secured by a charge cn 


ments at cost 

3,00,000 

assets) 

10,00,000 

(Market value Ra. 3^,000) 

VuHeured Loans : 

nil 

Current Assets end 


Oirent Ltaii^l^s d 


Loans end Adranees 


PrevblOHs 


Stock 

3,02,500 

Sundry Creditors 

2,50,000 

Sundry Debtors 

4,50,000 



Cash n bud 

30,000 



Cash at Bank 

2/D.OOO ^ 

\ 


{•Wived Schsdoled) 

-10,02,300 

'v 

39.52;900 


3».3i300 



7 



43,32.300 
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Tnttmna ofctfitt! huet : Under pore DonMc Accowt fpitm. It b M 
■ecimry to write off lome on capitel neconnt enffered m n letatc of nbwidonwnnil 
•TaMle wlddi hnee bcceme obeolcte or which have mn off their noranl lilh am 
aMMttobarcpInerd. tins ancu which ut no lonter in me or which bmMtrdni 
•othenadertnl^eottttolM tohechownintt'e Cnphnl Aceonnt it their M orithM 
ooit 


l low n eer, in pncrioi, ft b mmi to provide for the ioMei hi nepeet of «Mh 
aiMtt bgr ankfaf snHnhli p roe l i le n i u n chnrpi ipnlait profli. Them pMvyini 
•re chetVB in the Oenertl lihuMe Iheet 


i AidteeMud iheie^ andcr the DedMe Aeennl 
ft'iMn.il ii not MieiNCf to provide Itar'depnciitiM on fined iwetii Ai niMdl 
once an neeet in the Cbpihd Aeeonnt at a certeia fifnie he valne cannec he ledneed 
Aonth it BMP he inofcaaed whenever then is an enteneion or i—p rovi nu n t of Oe 


When the atMt is replaeed, the ceplacement may or awy not iavedn 
•staoaioo or t a peoveme n t and the treatment in either cue wfll vary m deecri h ei 
hdow: 

(a) Wkeiv no txMuhn or Is btfohti : This netnal ooat of 

repleeeaeent is d eh i t ed to the Revenue Account and written off, whUe the aaaal 
oontinnu to appear in the Capital Aooooat at the original fignto. Where the charge 
Ibr r ep la oe a e ea t in a particolar yeu it very heavy, it may dietort the iomM eff ^ 
year'e workiof. laenchaciMi it is uenal to create in adveau a R e pl aoeua at ol 
Depredation Food against whid the cod of rcpiacemont ie dunged. 

(b) WhtrooxttnOotLortmfrofom m tisimohed : Indiiscewa portioa of ^ 
total ood. repr eaenti ng the coat of the ontentioa or improvement !ie oaphalieed and 
the bnlaaoe written off to the Revcu>* Acconnt. Abo, if aonw benefit b ronlleed 
fkom the mb of scrap, or nee of material heloogiog to the old aead, thi vahm of 

each benefit b redaced (tom the amount written off to the Ro v em e a Aoeowt. Tho 
ood of the CKtension or improvement, to be eapttalbed, is the difhrenoehttwsu the 
netnal amount tpept and tte amount that vooUkaw botm jpewr kai ths oU asetf 

liulniisn: The ABC Ebctrkity Company decked to lepi nce eoaee pncc 
ofHs plant hy an improved pbnt. The plant to ho reptoeodwu hnilt in lf 3 t fin 
lU. 27,004104 B b oatinMilad that it srodd now eod Ri. 404 )OjOQO la halN 
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II ww piMrt «r ^ «UM^«i4avMi4r. TtecoitoftlMiiewptait wpcvAt 
tepraved dctifa ww Its. tS>Q0,Utt««d. te •MWoa, aatcilal bdkwgllsi to die old 
p/nt veined id IU> 2,75jW mtn md ia the eo ditra rt i oa of the new phat Tho 
hototce of ^ plest fsoi eoM Ibr Us. 1,SIM)00. Cerate tbe MBOWit to bt 
wriHw off tonweays. 


Jmemt tkofgttbk tt ktHimt 

Re 

Rs. 

Bsthaated canaatcoit of fephciat old pleat 
law: Braak ap ealae of the eM piMt 

1,50/100 

40,00/100 

VOlaaefwatertelibeioa^iBtotheplaat, 
and ia the uuaeliaelluB of the aeer pioat. 

2.73/100 

4^25/100 

Tom 


SSL7SJOOO 


dmomtHhi e^UMmd 

CoetofMMlaf BOwpbatCcaib) SS,00,000 

Add : Vdae of avIeflalsbdoafiBg to the old plaiit, 2,7S,000 

atedtodMeoaettaetfoBofiieir pteat - 

Lbm . caneat ooet of repledBf old pleat 40,00,0(]0 


Total 47.75,000 


Tbe eocoaati will be as aader: 


HaatAc e iaH 

Ks. 

To Bidaoee b/f 27.00,000 By Balaocc c/d 

To Coet of Coastractioa: 

Casb 4SJOO.OOO 

Cost of old aMterials ased 2,75.000 


74,75.000 


To Balaace b/d 74.75/100 


RS. 

74,75,000 


74.75/100 


To Bank-~portiOB to be 
writteo off oat of 
teplaceBMat cost 


Bs p bi weat A w eaat 


Rs. 


RS. . 


By Baok 1.30/)00 

By Plant Aoooent 2,75,000 

40.00,000 By Rerenoe Acooaat 35,75/100 


40 ^ 00^000 


401BR00O 
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CMtaWad 

Cah at Bnk in Ouviat Aopowt 
ABBOapriaw JU. 3,<0,<W to Dnpwdtkm FWd ml 
RfcjoJSWtoroailMwriM Mewmand Pwwridefor dividend 
ea ocAaaqr ikani at 4% 


dfiuoob 

swoo 

11.100 

2IM00 

43.610 


SS.6I0 

10.200 


6SJN0 

Sgow 

1SL300 

aaaaan 

l 2 . 60 yDQU 

10.10/100 

2.30/100 


ijBojan 

72,520 

i33jao 

92.610 

79420 

140470 


ar 

IW 

lU. 




OaUi. 


Ra. Ri. 


Gemmikm 
To Coal, cantata 

ToOil.Waaia* 


A. MW 


To 

To 





940.100 

72420 

33400 

143400 

31400 


Rf SataorBaaqr 


BrUoaf 

iBamtf 


for 


1240400 

1040400 

24^00 2340 ^ 



B. Dlrtribulimi 

TcUhtim 

Eof. AOfHcm 
To Wafe» 

To Rtpoirt tt 
MtintnuuiM 


C FukUe UtMHg 

To AtMadonce aad 
Repoirt 

To UcAewtli etc. 


B. MUttOtmttm 
Rertmefrom 
CoNMiners 
By Meter lad 

otherJtent* dMOD 

10,200 C. Other Rereiim 

92.610 Solo Proceed* 

of icrap 400 

43.610 t,46.S60 By Cieh Dilcoaat 

- ooPictmi ilb6 3JOO 


65,000 

22/100 17,000 


D. Generci Estahllahmeiit 
Expenses 


To Offloe Salaries 

To Rents 

To Rates ATaxei 

To Qeiwral OfSce 
Exps. 

To Auditors’ Fees 

To Law Expenses 

To Insurance 

89.200 

1,00.000 

,76.720 

60/100 

20,000 

6.000 

19.200 3,71,120 

E Dsfredatian 

To Depreciation in 
respect of works, 
buiidlD|s, plant, etc. 


3,60.000 

F. Management Expenses 
To Difectori’ 
Remuneration 


40,000 

G. To Balance carried 
to Net Revenue 
Account 


7.15,210 

Total 

25,99,400 


(Net ReeeBue Aoeouat is on p. 14] 



Ktetift aai £xfc«4i(«c oa'^^tail Account 
fcr tko year cMM 31st Marefc. 1967 


EapenditUie 

Expend!- 

ToUi 

Receipts up 

Kecei'* 

Total 

nptotba • 

turedar- 

Expeo* 

to the end 

0(1 diir* 

Receipts 

endofpte> 

iBItba 

diture 

of previous 

ing the 

to 

vioosyear 

year 

to 

31-3-1967 

year 

year 

.M-.V7 

Ra. 

Rs. 

Ri. 


Rs. 

Rs. 

To Uad 50,20,000 

5,80.000 

56.00.000 

By Ordinary 



„ Build* 



shares ofRs. 



iflf 35,00,000 

5.00,000 

40,00.000 

100 each issued 


* 



for cash 

20,00,000 

20.00,000 

Machio* 






rry. Plant 



By Ordinary 



etc. 40.50,000 

9,50.000 

50,00,000 

Share of Rs. 



„ Mains 6,60,000 

3,40,000 

10.00.000 

100 each 



„ Accumu* 


■ 

issued as 



lators 30,520 

10,400 

40.920 

Bonus shares 

20,00,000 

20,00,000 

.. Public 



By Mortgage 



Umfs 2,14,000 

26,000 

2,40.000 

Debentures 

1,28,00,000 1,28,00.000 


By I.F.C 



Loose 



Loan 

8,00.000 

8,00,000 

Tools & 

Plant 80,760 

7,000 

87,760 

(Secured) 



,. Electrical 



By Capital 



instru- 


- 

Reserve 

1,60,000 

1,60,000 

menti 22,000 


22.000 

a 




Total 



„ Office 


Furniture * 



Receipts 

1,77,60,000 1,77,60,000 

A FJttbt 9,800 


9.800 





Total 

Espen- 

dituft US.87.080 24.13.400. 1.(0.00,480 

Balance 

orcapita] 

Account 17,59,520 


1.77,60,000 


1,77.60,000 
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1 . 77 . 60 ^ 


CZotttiflfeociM 
Ratenre 2,10.000 
Net Reve¬ 


nue ud 
Amopri- 
etioot 
Aooountt 


Fund 

NetBloek 


Re. 

MOM 

1,SM4M 


Snndfy 


Stone in 

45,560 3,25,560 Hend 12,64M0 

— " — Sundry 

Debton 14,60^000 
Cost Rne r ve 
Invwtmnti 2,00,080 
,75,010 Ceihnt 


Ptopoeed 

Dividend 

1401000 

445.010 

Bankon 
Cnmnt 
Account 
Gatb in 
band 

1.10410 

79420 

3144.091 




Prepaid 

Expenaea 


16400 


Total 

1.8S40470 


Total 

1.85.2047 i 

NelRevi 

■ue Aaeeant 1 

hr (ike year « 

riei 3lat Manb. 1M7 







Rt. 


To Debeatwe Intereet 5,22,000 By Belance of Profit brought 

' forwavd ftoa lett ncoewd 16,010 

M Ttnnifbr to Cont. Renrve 10,000 „ Net Opernting Suiplue u 
H Fropo i ed Dividendieo per Reterve Account 7,85,2M 

Ordinary SUnre Capital 1,60,000 „ Intemton Cont. Ranree 

» lynnee of prafit carried Inveitment 6MS 

over 4S.S60 n Traaafbr Feet MO 


Total 1.07.560 


Total 1/17460 


JM Ateeata nnier the M 
‘ tMieiMnli nniriy oonelitnte dw final 


(»anly> Ael.»4i: Tke foUowiM 
to be pnpaied nndar dw Bl a ctrk kp 
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** •mown ficilytd aad wd wt d daitair the year. The Mai of 

tUenhteHeM sppianoathe l la bU l ti eeaideoftheOeoefatBaluce Sheet. 

do or Q^ExpOhditiiic. The Statement bee to the peiti- 

«• and ratinawats dacif^ -- - ■ ■ 


colan about adt 
tore inciadiat that on imaaaibio 
aeiel side oT the Oeaerat Baiaooe Sheet. 


year; it covers all capital npeodi 
The total of this statemeot appears on the 


(t) SCueoNOt dIO of Openulqt Roveaoe. Pignies for the previoos year most 
ahobetfyea. From the total of.reveooe the total of StateawatVl (below) has 
to be dsduettd to five the act sarplos or deficit. It should be noted t^ utecest oa 
hnoatmeau. rents or properties, transfbr Ibet. etc. are not treated as opeiaihm 
reveoaejhttan to be entered separately in Stttmnent V—Net Revenue andApasn* 
priathiB Aoioaat to which Statement the net sarplos or deficit as disdoseo by 
Statemeat HI isabo transfered. 


(d) Statement (IV) of Operating Expenses. In this sutement alto fignres for 
Uu previoat year have to be given. Figoras for operation, maintenance and dqae- 
ciatioB for each type of plant are readily available; genera) estabUshmeat and 
management expenses are also entered here. But interest, contributions to contin¬ 
gencies reserve, general reserve, arrears of depreciation, etc. are not included in 
the stateamut t such items are debited io StatesMttt X—'Net Revenue Account The 
total ofthis Statement (IV) it deducted from the total of operating levenne as per 
Statement III, 

(e) Stetement (V) of Depreciation—the toui of this statement it shown at 
a deduction from the total of Statemeot II in the Oenerai Balance Sheet (Asiea 
sidr). 

(f) Slutcmetit (X) of Set Revenue Appropriation Account. 

(t) Oenerai Balaaoe Sheet. It is like an ordinary balance sheet except that the 
form pr e s cr ibed under the Compenies Act ie not followed. (Stetement (XI). 

The other noteworthy statements to be prepa r ed under the Act are the 
fodowiag: 

(a) Sammary of Tedinical and Financial Pxrticolars. 

(b) Stateoieat shoaring the writtea down cost of fixed assets retired on account 
of obiol cs c en e, inadegoacy, superfluity, etc. (Statement IV). 

(d) State meat of TiriSi and Dtvideodt Control Reserve Account (StatemeU 

VII). 

(e) Staleamat of Coasdaters Reserve Acoouot (Statemeot Vlli). 

(f) fliateamnt of special appR^rinUons permitted by the State Qovetamcat 
(Statmaeat IX)< 

Seam ef fir luuurrefff points affecting arcoonis of dectricltp cont p ankt ospMf 
*tJnf In Hie fyntk Smeink PsHk Emtrlcltyiffnpi^) Act 1948 are comeg kthwi 
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D i frickt ha i Two methods of dqmciitioii are rtcogaiKd onckr patm.V 
the Shall Schcda l e. Either soch a Mm as will, together will cooqtoand lotcict 
the nte of 4% per aaBim. aeaeimt to 90 ?* of the cost of the assettcooccriied «i 
the life of the MsetsOvltdddosra in the ^eath Schedule) has to be set aside 
depredatkm every year in such a oise the batance. ia i-ie Dqtrctiatioa Reserve. 
be created with interest ^ 4 % ; the inteaest will be treated at an expeoK. Or, 
aatount of depreciation wili be determined by dividiof 90?o of the C4»t of the a 
by its lifh. 

Dcpreciatioa Reaerve has to be invested ip the oadertaking itMif. 

No depitdatioo is to be written off when an asset has been wrhtea dow 
to per cent of its orif inal cost. Also when an asset ceases to be available fo 
doate obso l eiccnce, inadequacy, snperfluily or any other reason, oo depreciatioi 
wiittea off. A desaiption regarding ncn avsilsbiliiy for use is to be made in 
books of the undertaking. When a fixed as^et i$ discarded, the written do «n vi 
of the asset is to be charged to Contingencies Reserve which shoald be credited . 
any ansount realised by tale or disposed of the attcti. If the balance in the Co. 
•enciet Reserve ii not sufficient to absorb the written down cost of the ditcar 
aaaat, the itnabsorbed amount will form part of the'"Capital Base" foe deter mic 
reaaooable return. 


R ta iaaableRetara : The Jaw seeks to prevent aDcleruicity undertaking fi 
carniog too high a profit. For this purpose, "reasonable return*’ hat been deflnei 
coniitting of: 


(a) an yield at the standard rate which is Reserve Bank rate* plus t«o peri 
on the capital base as defined below; 

(b) Income derived from investment except investments made against Con 
genciet Reserve: 

(c) an amount cqoal to 1/2 per cent on loans advanced by the Electri 
Board; 


(d) an amount equal to 1/2% on the amounts borrowed from orgaaisati 
or iostitiitionB antroved 1^ the State Oovernment: 

(e) an amount equal to 1/2% on the amount raised by the isiae of de 
tures; 

(f) an amount equal to 1/2 per cent ou balance of OevdopmeM Reacr 
and 


(|) tech otber mhouato as may be allowed by theCentral GoveranMut has 
retard todm prevaiEng tax stmture in ^ countty. 


Ml praanut the Resews Baidt Rate is R%. 
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(a) the orifiBal coat of fixed aaaeta available for nae and ncoeaaaiy'fbr tta 
pnrnoM of the nndertaloBf anbject to p r o v iai oae of pvaaraph XII ia foapnot of 
aarnoelfaiea, and the excaaeamoant referred to in the proviaioa to ari> paraMM 
(DofparafinphVlIiareapect of aay fixed aiaetwwchhaaoeaaedtobeavalUole 
fiaraae; 

0 >) the coat of tetaagib^e aaaeta: 

(c) the orifiaal coat of work bpropeaa; 

(d) be aaaeaat of iaveataaeaUconpalBorilv made nader paragraph IV of the 
Sixth S^edale (contiogeadea re a et ve) together with the amoaat of each 
la veat a a eata aaade after the ooma ma o Ba aeatof the Act from eoatributioBa 
towarda depreciatioa aaia the opiaioB of the Cwittal Electricity AaOoritjr 
ooaldBotbeatiliaedforthe porpoaeofthabaaiaeaa of de ctrw ty of the 
aadertakiag: 

(e) an on account of wiffking capital eqnal tothe cam (tf— 

(0 oee twetfkh trfthe aam of the book coat of atocaa. materiah and 
M^icaiad^ag fad on hand at the end of ea^ month of the year 
of^aoooaat; aad 

(iO oae twdfth of the sum of each aad bank hahmoea aad call aad ahoci* 
term depoait at the end d* each montIt of the year of ecconnt, not 
exceeding in the aggr^te «a amount equal to oae-qearter of the 
expenditure (luted on the next page); 

Lets— 

(i) the amount written off or act aaide on account rf de|>reciatiM of 
fixed and amounta writtw off in reapect of intangible aaaeta m 
thebotda oftheandertaldog before or after the commencement of 
the Act; 

00 the amoaat of any loana advanced by the Board: 

(Ui) the amount qf aay loana borrowed from oagnniaaliona or inaUtntiona 
approved I 9 the State Oovemmeet; 

(iv) the ameaml of any debentures iasned by the Hoenoee; 

(f) the naaonat of aacnrity deposita held in each; 

' (vO the aaMont ataading to tbs credit of the TatiA aad DMdeade 
Coatrol R ea etve: 

(vU) the amount net apart for the Dev e l o p mea t Reaetve land 

(viU) the amoaat carried forward in dm nocowata of the Boaaaee tot dir 
tributloa to the coaaumeia aaderpan^reph Il(aee diapoaal of aurphM 
over reasonable tatata). 
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CLEAR PROF/T meant the diffineoce between tbe amonat at i n oowa 
and the aaa of expeoditure |das ipecifie appreciations, made op in cadi eaae aa 
fbQowt : 

(a) lacoBM derived from : 

(f) groM receipts from ule of energy, leu diacounta applicable tbcrcio: 
(ii) rental of meters and other apparatsa hired if consumers; 

(lit) ule and repairs of lamps and apparatus; / . / 

(iv) rents, less outgoing not otherwiu provided for; 

(v) translcr fen; 

(vi) interest on investments fixed and call deposits and bank balances ; 

(vii) other general receipts acconntable for ilie assessment of the Indian 
Income-tax and arising fironr and ancillary ur incidental to the bosi* 

^ ness of electricity supply. 

expcnd'ture property incofred on- 
(0 feneration and purchase of energy : 

(ii) diiiribniion and ule of energy >■ 

(iii) rents, rates iind taxes, other dian taxes ott income and proiiis; 

(hr) irft^cst on loans advanced b> the Board ; 

(v) l^rest on loan taken from organisations or nutitulion'i approved by 
tile Sute Govemment; 

(vi) interest on debentures issued by the hcenscc : 

(vli) interest on secirriiy deposits : 

(viii) legal charg es ; 

(ix) bad debts ; 

(x) auditors' fees; 

(xi) management remuneration as provided for m para XIII ; 

(xii) depreciation (o'mputed as hereinbefore set cut) : 

(xiii) other expenses (exduding interest on debentures and loans admissible 
udder ibe lew for the time being in force in the assessincni of Indian 
Incomc-Uix and arising from an ancillary or incidental to the business 
electricity supply: 

(xiv) contribution to Providend Fund, staif pension, gratuity and apprentice 
and other training schemes; and 
(xv) bonus paid to the employees of the undertaking : 

(e) where any dispute regarding such bonus bat been referred to any 
tribnnel or other authority under any law for the time being in force 
relating to industrial or labour disputes in accordance with the 
dedtiM of such tribunal or authority ; 

(b) in any other case, with, the ai^troval of the Sute Oovemmeai: 

(c) spedel epprtqviatUMU tulBcicat to cover: 

(0 iwevi^ loeies (that b to any mem of exaeaditnre over ineom^ 
.wWdi have arisen from the b«iiaee»of deett^ sopply to the otesd 
in aiqr yearpennitted ly the State OovenuHM: 
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(U) «U tues oa iacone lad pf«(bs: 

(IH) iwtalaietit of wrhtcB down a«omts la mpect pf iataagibk aiMti 
iBd new capital iiMM.eipeases to the exieat ia aay yaar *e***iiy 
appropriated for the parpoee ia the booKk of the UMfertaUae: 
pravided that the amouats eo appropriated shall aot eaecedthe 
aaiomit found by dhridiag the wrHteBdewaooatofsadkaseelsbp 
the auaiber of comidetc years reauialBt before the aeit eptha of 
parchaac aader the lioenoe ariaes; 

(hr) eoolributions to the Cootiaieaelat Reee w e oompoted (ae herahMAer 
aet out): 

(?) eoBtribotiona towards arrears of depraeiatiOB; 

(?i) coatributioBs to the Dere l opaeat Resem; and 
(vii) other special appropriatioBa periaitted by the Slate nortiraiaew 

PlepeealefSaifhMi: Should the clear pr^ts eaceed tin itii^aaHt ntarn. 
the mrplu apio 20% of the reasonable teian has to be disposed of as aadar ^ 

(e) ooe-thirdoftbesurpltts. aoteioesdiss5% ofihe leaaeaahle ntaiBt wIB 
heat the di^oul of the aaderuUaf : 

(b) of the balance, oae'balf wilt be tiansfetied to 'TariBii and Dhrideads 
Control Reserve’: aod 

(c) the balance will be distributed among cooiumert by way of tadu^oo pf 
rates or by way of specibi rebate. 

An electricity u.’idertaking must so adjust its rates that the aaKutat of daar 
profit in any year docs not exceed the reasonahie return by more than .20% of Ao 
reas on able rctnra. 

Tarifi aod Dhridead Control Reserve can be utilised whenever the clear pnOt 
u less than the reaioanble return. The balance in the Reserve must be handed over 
to the purchaser of the underlakiog, if it changes bands. 

innatratieB ; The following balance have been extracted from the hooka of 
aa eleettkity company at tbceod of 19(9 : 


Share CMtal 

Reserve nind (invested in 1% Oovemment securities at par) 

Contingencies Reserve investment in 5% tele Loaa . 

Loan from State Electricity Board 

8 % Debeatuies 

DevelopiBcat Reserve 

Fixed Assets 

Depreciation Reserve on Fixed Assets 
ContuaMc’s deposits 

Amounts contributed by consumers for fixed asMts 
latnaalbleaiaeis 

TarlA M Oividaad Control Remve 
Canaat niacts (aKmthly avuraga) 


Ra 

1.00.00,000 

9 0 , 0 0^000 

loyoosooo 


20.00,000 

lOiOO^ 

2.ooloo3ooo 

SOjOOXlOO 

SS.OOLOOO 

iZS 

mtto 



n*eoav«m«tfaia|Nnitoris.i.SO.OOO(afttrtti) bilMi. Shcnrhov tlw 
PnH h to dtfltt wiUi bf the coiipuy. MiiuBii« tiM Buk rM ii S%. 


CephalBaie:— 

F>xcdaMitt 

luMiDqiredMioB Raaerve 
IfitMfible «Mcta 

Cermt uecU (amaief it isdiidn only itorM, cash, etc.) 

levcftBseBt afaiait CoattotBacin Reserve 

* 


Leu : Loaa froas 8utc Elect. Board 40,00j000 

Debenturu 20dML000 

. DevrlopaMot Resenw lOdlO.OOO 

Coasoim* Onoshs 3S.00.000 

Anoaats eoatrnwtcd hy consuuen i >00.000 

Tartn A Dividends Control Reserve 5.00,000 


Ba. 

a.OQi.oo/)oo 

50,OOlOOO 


1,50,00.000 

5,00.000 

20,00,000 

10 , 00,000 


M5M000 


Ul.tt>,000 


54,00.000 


CaiMtal Bau 

Reasoaable Return : 7% (i.e., Reserve 

Beak rate 5%+2%) on Rs. 54,00,000 5,71.000 

44% on Reserve Fond investmenu 2,25,000 

i% 00 E.B. Loan, Debeotares and Developmeat R eserve 35^000 


6,31.000 

The Buximom profit allowed for the company is 6,31,000+20% of 
Rs. 6,38,000, i.e.. Rs. 7.65.600, 

The coapaay has earaed Rs. 8,30,000; it most imoiediidely refkind to the 
ooasaasers. the eacess. Ra. 84,400, othuwise it will be contraveaini the provisioaa 
toe Elwt^iiy (Sepph') Act of 1948. 

Of Ra. 7,65,600, the depoaitioB aril] be: 

(0 6,69JM)0* will reaiain at the disposal of the company. 

(ii) 47450 will credited to TarilB A Dividends Coatrtd Reaerve; and 
(Hi) 47 450 w ill be tetomed to coosaaers either as lednctioB la rates or 
etouisiM. 


*]U. 6,38,000 plai 5% or Rs. 6 38.000 :i of toe swplasisMOfetliaa the 5%. 
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OMtiMMdM Kcsactt: AsamMuftl to not lert than 1/4% and not morn 
than t% w t'w original coat of fixed nsseta muat be transferr^ from the revenue 
account to the Cootingancica Reserve nntint eqnab 5% of the origiiuil coat of fixed 
aaaeta. The aaaount of the reaerve mnat be kept in traat aecoritiea. The 
reaervecn n be ntiliaed with the approval of the State Oovemment for the foUowing 
p a tf poaaa s 

(a) to aaeet expenfee or loaa of profita ariaing out of aecidenta atrikea or 
cironaMtonoac beyond the ccmtrol of the management: 

(b) to meet expenaea or refdacement or removal of plant or other worka 
expenaes neccaary tor normal maintenance or removal: and 

(c) to pay compenaation. payable under law for which no other provision has 
been made. 

Any leea or profits on sale of fixed asset has to be transferred to the Contin* 
geades Reserve. 

DovalapaMOl Keaerve: An amount equal to income tax and super tax 
(calcnlated at current rates) which would have been paid for the development rebate 
allowed by income tax authorities, has to be transferred to the Development Reserve 
AoeoanL 

If, in any account year, the dear profit excluding the special appropriation 
together with the accumulations, if any, in the Tariffs and Dividend Control 
Reservu lam the amount to be credited to Development Reserve falls short of the 
reasonable return, the sum to be appropriate to the Development Reserve In 
respect of such accounting year may be reduced by the amount of the shortfall; 
appropriations to the Development Reserve may be made over a,periodof five 
years. Developmeot Reserve can be invested only in the business of the undertaking. 
On a transfer of the undertaking, the reserve should also be transferred to tbe 
poiehaaer. 

Ramrietisu an DIv M a u da:. Except with the previous content of the State 
Oovenaaeot, no sunu can be paid on share capital and on other distribution of 
pr<^ shall be made to the share-holders in respeuct of any year of account so long 
as any of tbe following sums remain to be written off in tbe books of the under¬ 
taking namely: 

(i) normal depreciation due for that year of account cilculated in accordance 
with the provisions of paragraph VI; ' 

(ii) equated iostalment in respect of arrears of depreciation, -computed in 
acooedanoe with the provisions of paragraph XI, for that year of account; 

(iii) acenmuiated after the date of application of the provisions of the Sixth 
Schedule to the lleence; 

^v) arrears, if any, in respect of equated instalments referred to in clause (ii) 

a 

SELF-EXAMINATION QUESTIONS 

Asm oasillins are latcMee te eaiMe the itaSHt to tut hit keowteCge before froemdiap 
la ■■sill tbe teet psperr The aaiwera te tbeu «eestle« era eot required le be wriltea wrt aav 

■muMed fer eraluiHeu. 

1. The Moon Electricity Company bad to discard a machine on 1st October. 

Igfifi. On 1st April, the depreciation provision in his respect stood at 
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R». I,50/)00 afiinst the cost of Rs. 2,50,000 m on Ist April, 1996. Show' 
the affected accounts fet 1966, nssuninc the machine reaUted Ra. 90yOOO 
immediately on being discarded and in the uonnal ootme it wonld tavc 
been depreciated fully by 3tst March, 1971. 

2. The D Eleeti'icity Ltd. hafe to replace 1/4 of a main at a coat of Ra. 
1,80,000 aad lay an auxiliary main Ibr the lemainiag kagtb at a OMt it 
Rs. 2,60,000. The original main had cost Rs. 2,WdlMtiaiaty jaanafo 
when'costs arete one half of what they are now. Old materials icaNsad 
Rs. 5,000. Give the journal entriesthat are required. 

3. An electricity company earned a profit of Rs. 18,50,000 daring 197l>79. 
The G^tal base was Rs. 1,50,000 after dednciing the Electneito Boaid 
loan of Rs. 50,00,000. Besides the company had a reserve of lU. 10,00,000 
invested in 5^o Qovernment securities. How mudi prdR wotdd be m the 
disposal of the company ? 


Aaewcis : (|) Rs. 7,500 will be written off as depreciation 
win be debited tqr Rs. 62.500, (2) 

Rs. 3,20.000, (3) Rs. 17.50.000. 


epreciation ; Contingency R e serve 
write off Rs. 1,15,000; Capitalise 


R e serve 


LIQUIDATION OF COMPANIES 

Statement ef ACUte : In the case of a winding up by Const a Statenwnt of 
Affsirs of the company in the prcKribed form, verified bv an affidavit, aad eon* 
mining particulars stated under Section 454(1) has to be submitted to tbe oSdal 
Uquidator. The (statement should be submitted by directors and one or more 
ponont who are the manager, secretary or other chief of the company. 

In tbe case of a voluntary winding up either by members or enditon also 
Statement of Affairs are required to be submitted. According to the provisioaB 
ooatalned under Section 496 and 308, liquidators in both the types of wmdinf up 
are requfrad to hold a general meeting at tbe end of the first year aad at the aid of 
aaeh sneoeedini year. They must lay before tbe meetings an ncconnt ei thair acts 
and deaHngs together with a statement in the prescribed form and contnining 
||ns|^M psrticuintes with respect to proceeding in and the poaition of the 

The Companies fCCourt) Rules 1959 prescribe that tbe Statement of AAira 
ahooM be prepared in Form 57 contained in tbe Rules. It is materially the aama 
as the one prescribed under the English Companies Act. Tbe liquidatois also aio 
raqaifad to submit auouil reports under Sections 496 and 508. Sa^ reports arc to 
be presented in Form 153 of the Rules. At the close of tbe winding up or proonad- 
iufi in a voluntary liquidation, the liquidator it required to place before the final 
aMating of shareholders and ci^itorsa consolidated account of the amotanta noaivad 
aad paid out by him in Form 156 of the Rales. 

Tbsf brand lines on which the Statement of Affairs is prepared an tfaa follow* 
Inf .w 

(1) lacinde asMts on which there is oo specific or fined dtstga at thiwalua 
thap ate aipaeted to taalisa. Stadeataihtm note to i n ei n da oaii it nnraar 
ftnrnar nnoaBsd onpitaL 
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(2) htdode auets on which there it a fixed cbarfe. The amount expected to 
be realited should be compared with the amount due to the creditor 
concerned. Any surplus is to be extended to the other column. A deficit 
(m anu^t owed to the crediunt exceedinf the amount realisable from 
tbe aiset) it to be added to tmtecured creditors. 

(3) The total of assets in parafraph (I) and any surplus from assets mentioa* 
ed in paragraph (2) is available for all the creditors (except secured 
enditon already covered by specifically mortgaged assets). 

(4) Frmn the total assets available, the following should be deducted one 
by one (and balance struck at each stage) 

(i) Prefierential creditors 

(ii) Debeotnres having a floating charge, and 

(iii) Unaacared creditor!. 

If a nuniM balance emerges, there would be deficienev as regards creditors, 
otherwise there would be a surplus. 

(5) The amount of total paid- up capital (giving details of each class of shares) 
shoold be added and the figure emerging will be deficiency (or surplus) as 
regardt memben. 

Defistaej AcfiasM ; The official liquidator will specify a date ; for the periot) 
,miainnm tb^ years) beginning with the date, information is to k supply for 
weparatioo of an acroimt to explain the deficiency or surplns. On that date, elfA«r 
assettwMid exceed capital and liabilitiei. that is there would be a reserve or there 
would be a d^cit or debit balance in the. Profit and Loss Account. The Deficiency 
Account is divided into two parts. The first starts with the deficit (on the given 
we) and contains every item thst increases deficiency (or rodnees surplus such as 

dividenda etej. The second part starts with the surplus on the given date and 
inchidM lUI profits. Iff the tptal of the first exceeds that of the second ; there would 
be a deflmency to. we extent of the difference; and if the total of the second part 
exceeds that of the first, there would be a surplus. The deficiency or surplus must ta 
the same aa shown by this Statement of Affairs as regards members. Pkose study 
mfmtifly (fie iffhition to the ithatratim on Page 24. 

PrefmcMial Creffitars : Sectioo 530 apeciifies the creditors that have to be paid 
n priority to unsecored creditors or erediton baving a floating charge. Suchcredi* 
tors are known as 'ffitefereatial Creditors. These are tbe following: 

(a) all revenues, faxes, cesses and rates, becoming due and payable by (he 
company within 12 months next before the commencement of tne wind* 
ing np; 

(b) all wages or salaries of any employee due for the period not exceeding 
4 asontlH within the 12 months next before commencement of srinding 

tad toy compensation payable to any woikman under any of the 
provisions contained in Chapter VA of tbe IndnsUial Disputes Act, 1947 
(relating to lay*off' and dis^irge or work) provided the amount payabla 
to oat daimaat will not mmed Rt. 1,000. 
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(c) :-II acciucd holiday remuneration becoming payable te any employee oa 
account of winding up. 

Note : Persons who advance laoney for the purpose of making prcfeiential 
p -.ymenls under (b) and (c) above will te treated as preferential 
creditor.^, provided the money is actually so used ; 

(d) unless the company is being wound up voluntafily for the purpose of 
rc.'onsiruction, all contributions payable during the 12 months next under 
Eoiployecs' Scuc Insurance Act, 1948, or any other law for the time being 
in fore; ; 

(e) . all sums due as compensation under the Workmen’s Compensation Act,. 

1923 ; 

(f) all sums due to any emp' -'e from a provident fund, a pensioB fbad. a 

gratuity fund or any ott er’ 'clfare of the cmployeca nuin- 

tained by the company ; as deprecias 

/ 1 .. , (2) write ot 

(g) the expenses of any tnveioOO. ader Sec. 235 or 237 insofar at 

they are payable by the coni. 

lllustratioa : X Ltd. wa'. ordeteP^ vrund up on March 31st, 1975 on 
which dat^t if; balance shed was as follows : 


Subscribed Capital 
10,000 shares cf Rs. 100 each 

5% Debentures, 1,60.000 
Interest accrued 4,000 

(Secured by iluating charge 
on all assets) 

Bank Overdraft 

(Secured by hypothecation of slock) 
Sundry Creditors 


Rs. 


Rs. 


Guudwil! 

100,000 

10,00.000 

Building 

3,50,000 


Plant 

5,50,000 

1,()4.000 

Fixtures 

23,000 


Stock 

38.000 


Debiors 

25,000 


Cash 

. 500 

25,000 

36.000 

P & L A'c 

1.38,500 


Total 12,25.000 


Total 12,25,000 


**‘"®*‘*‘* *® realised are: Goodwill Rs. 1,000; BuikUngt 
S 5,25,000; Fixture Rs. 10,000; Stock Ri. 31,000 ; DebCurs 


C^itorttncIndedRs. 6,000 on account of wages of IS men at Rt. 100 per 
a^thfw 4 tilths itiimediatdy before the date of winding up; Rs. 9,000 being 
w salaries of 5 empidytes at Rs. 300 per month for the previous 6 months ; ReiK 
, Ipdown forthe last six months amounting Rs'. 3,000; Income-tax deducted ont 
of salaries of employees Ks. 1,000 and Directors’ Fees Rs. 500. 
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•iMm y«M« at» iIm 
TI32Smd tlM* tkat 


ta tke ftoit ud Lom 
M coMti or the coflipoy iunt 


C^omIMK 


W^AMwki 
BkokMly, Wtm ft Tu 


DwMion*Fd« 
HiMlHMaM EiptoMi 


Pear 

Pear 

Pear 

31-3-73 

31-3-74 

31-3-73 

fsjm 

43,000 

4QtOOO 

40.300 

314100 

34^ 

3,730 

km 

3,260 

0,000 

0.000 

0,000 

1,540 

7,fi00 

6,700 

i.700 

» 


14100 

1,000 

1.000 

10,300 

7,260 

^m 

Total 00,990 

66.245 

63340 


h addMon. it te cttinuted tha company wonM have to pay Ra. SXXn aa 
compwaaHoii to an employee for iqjariat mSerad by him which wai a coothmeat 
UabUity not aoeepted hf the commiay. Prepan the Statement of Aflain and the 
Deiciwey Aooonat in Form 57 or Companies (Ooart) Rates 1939. 


SratsBWt or AlhirB (la ll^daHsn) % Ltd, on 31st Manh. 1975 


Aaseta not ipcciflcally pledf ad (u per list A) 
Cash^'band 
Debion 
Baildiag 
Plant 
Fiataaes 
Ooodsrin 


Esrimatei realty 
o^fafem 

lU 

309 

20)000 

3.00.000 

3.234100 

IOlOOO 

1,000 


Aasttaapedlcally pictipd (as per List ■) 


(a) 

Estimaied 

raaHaaWo 

tahm 

Rs. 

Hook 314100 


(b) (c) 

Dactoae- DeOciancy 
cared on* rsakinpas 

diton nnsccared 

Rs. Ra. 

234100 


(d) 

Surplas carri. 
ed to thelaat 
cohuan 

Rs. 

6jm 


•4db300 


Ertiamtcd sarpbsflmm a ss ets ap s cilcat ^ plaO i aO djOOO 

. Fs H a w tsd total asaem asaUrtda gar pr aft w a R l al cro^- 

dRaw>Dabsataiaigliaiyaaaowdbyaioatiao M3.900 

^pmaoom^HV woao^a o o^pv am * 



Otiwr AiMti 


lb. 

31jN» 

•.SM» 


T«ta| M7,50B 
nftnMiid - 

bjraloit< 


23,000 fNBn4a«diloc»(MptrLblB)lotl««iteBt 
to vUeh ebiOM an ettinaicd to be covered 
by aneb epectflcally pledfed. 

17,000 •PNftMtialCroiitoft(MpcrbtC) 


Betfambl bebani of aneb avaflabbfoc De> 
beatan holders eeGared by a foetiBf cbarie and 
vMecand cndilocs. 

1,04,000 Diblaii holders lecarcd by Ileatiai cbaiie 
(as per Uet D). 


Uaaecand Otadilon (as per bet B). 

EeUnated oaeeeand of f of cte> 

QUOD pVIo DQQDO OS IPOCIbC DDD OfOWlI 

fbnnrd(^ 

CnAtore oa Trade Aoooaate 


24,000 


2. 3 0,000 EattMtadSaiplaB 


IjOOOBfriblhaa 

optaspeMistO). 


lhaieeef.Be. 100 each fUy celled 


16,300 

7,500 


u retards cnditon, beiag the 







Items cemrUmtIag t» deficiency : 


Rt. 


(1) Exem •Toq^ttluidUtbiUtiMovercttetitkite 

yMisaftMidtiMrabjr BaUaeeSkMt. TJjnS 

(2> Net dividwktior bowaici 4gcl«rcd daring the period Nil 

(3) Net Tndtsf Lonet (after duniBf items shown in 
■ote beh>w)Yor the une pttioa. 

(4) LoMet other thin tradinf knee written off or for 
which provision his been made in the books during 

the same period. 60,573 

(5) Estimated leisea BOW written off or for whkh pre¬ 
vision has been made for the purpose of preparing 
the statement: 


•ad Debts 

Rs. 

3,000 


Lorn on: 

Goodwill 

99.000 


Buildings 

SO^OOO 


Plant 

25,000 


Fiatnres 

13.000 


Stoek 

7,000 


Workmen's compensation 

5,000 

2,04,000 

(6) Othn’ items contributing to deSdency: 

Ilenu ledudng deficiency: 


3,42,500 
* Nil 


Defidency u shown by the Stateaunt of Affairs 3,C.SQ0 


Notes as to net trading pr^ds and losses: Rs. 

Provision for depredation for renewals, diminution in 

value <ffftxod assets 6,100 

Charged for laeeme tea Nil 

Interest on IMentares 24,006 

PUyaaents to diiectora made by the company and 

reuajred by law to be diselosed in the accounts 3,000 


Total 3)^100 



Nrttc tk n tfOeStonj^txttmt 



Ra.' 

Ra. 

Vmwmtmw rCSV 

500 


laooae tax «■ rahuiaa 

— 

lOOO 

Real (aol ORtrainad by laadlord) 

3000 


Wifca (15 aaea fbr 4 auiatlw at Ra. 100 each) 
laiariM (S aca for 6 aoatha at Ra. 300 aacb. 


OiROO 

Ra. 9,000. bat not eaeeo4hi|Ra. lOOOaaeb), 

4,000 

5000 

We(kaiea*c Coaipenatloa 

m .. 

5000 


7,900 

17000 


Oediton tm trade aceountt are Ra. 16.300. (i.e., Ra. 364>00 laaa the. Md «r 
ciedHen mcidioaed above. exd«d)«t Ra. 3.000 fbr vorkaca’a coapaMatkaX 


P^oai tbe folloiviag mrticalara pnp*n a Statemeat of affiiifa a^ the DaMmef 
r wbMiuiM to (he oflcial Uqaidator of tbe Eqaipneat Ltd., whtck neat 


Accoaotfor-• 

iaie flqoidatioa oa Dcccanfiar 31,1976 

3,000 Eoaity aharea of 100 ea«di. R<- *0 paid 
6 % IjOOO PrefereBce ahaivaofRa. 100 each 
fWly paid 

Leva in armr (expected to produce) 


1.001000 

3000 


Ra. 

XdOtOOO 

93000 


3 % Dcbeatarea having a loatina charge on the 
aeaea ^lereat paid apto Jaaa 30 . 1966 ) 


MortgafB on Land ft BniMinga 
Trade Creditora 
Owiat far wagea 


Sacfatary*auUry(«RB. 300 p.BO owing 

Maaafiag Director aalary (0 1300 p.ai.) owing 


100,000 

•1X000 

X 69.900 

2^000 

3000 

6000 


EatiaMfed to produce 

BookvahM 

Aiaeta 

Ra. 

Ra. 

Laad ft Building 

Plaat 

Toob 

Pataata 

Stock 

1 . 30,000 

1.30000 

4000 

30,000 

74.000 

lOQOOO 

ZOQOOO 

20 jM 

50000 

07.000 

lavattaMBU (in the hanA of * ^ ^ 
Rude for aa ovardkaft of Ra. 1 . 90,000 ^ 
BookDabta 

1 , 70.000 

60000 

looooo 

MOBO 



« Pf Ott jf R?. < 0 W>. Mid deducd • ^Ividmder 

^eoMaytdhrrf* total Iom oTlU. IMflOO bnMn 
**• to ifo «f fta.40^4w{ag H73, l»74 and 1975. Pdr 1975 


TtecerterwfaidiatvpiseirectadtokelB. 15^. 


In the aMtiar of tlM Coaipaaiet Act 19S6 

A . 

h M^ erBqaiMMt Ltd. (in ariadiag ap) StateaMat of AlTaira o« Dec. 


V* iBBHaaa MUa \«h WIMWIOK I 

51, iWbehigthedateofariadiagap. 

dMMa 

AsMts tht Speeffie^ny UrtlgeA (as par Ust A) 

Trade debtora 
Slock ia trade 
Plaat 
Toola 
Pateati 
Uapaid ceSt 


l a a eit a n ati 

LoadftMIdhig 


Ri. 

l.'Ht.OOO 

1.30.000 


30,000 


BeUiMtcd Sarataa ftoai aswtt iprciSeaHy pledged 
CaUaeatcd total aiaet availaMe far prefeaea^ 
cndhon, dehcat u re holden aad uasecared crediton 

Samm&ry of Grots Amtt 

Orara raaliiable valaeof aneti cpedlically charged 
Other araeta 


Estitmed 
retHtaUt Mhw 


Ra. 

< 0,000 

74.000 

1,30,000 

4,000 

30,000 

5,000 


Aaets SpecyieaEy EMgedias per Hst R) 

Butmoied Eealttotlon Dae to Serarei Deficiency 
Vehte Creditors 

\maid* 1^000 1,90.M0 30,000 

Rlaildiag 1.30.000 80,000 


Eoaklag oe 
Vaueared 


50,000 


50,000 


3.53.000 


34KI.OOO 

3.03,000 






3^.015 


BitiHilcii SMili MiflsUv liK pnfcMrtiiil 

cnfiton. a«to rt»rtk oM m , baric ewwdralt 
aad ttMCMcd cnditon bfoight fenmd 


UtbUMti 

OrottfiaUHte 

2,50,000 Seciitcd 'ct«ditor»(tt par liaiB) to the extent 
to ritich etnine an eetinMrted to be 
covered by saaeti spedltcelly pledted 

21,000 Preferentiel erediton ei per liet C 2J,000 


Ectinated balance of aaieti available for 

Debenture holden ft Bank ft uaiccured creditor! 3,32,000 

1,02,500 Debenture bridera aecured by a floatinf ebarfe 

aa per liet D. I O2,S00 


Suridut aa regards Debenture holders 
Unsecured errors aa per list E 

Estimated onaecured balance of claim of 
creditors p^Iy securedon a specific asset 
Trade creditora 

2,93,500 Outstandiuf expenses 

Estimated deltciedcy as regards creditors 
being the diflference between gross liabilities 
and gross assets. 


2,29,500 


20,000 

2,65,500 

1,000 2,93.500 


64,000 


6.67.000 


Issued 6 Called up Capital: 


SjOOO Equity shares of Ks. 100 each Ra, OO paid 
6% 1,000 Fraference shares of Rs. 100 eadi fblly 
called up. 

Estimated Deficiency as regards members 
as per list H 


Rs. Rs. 

2,40.000 

1.00.000 3,40,000 
4.04.000 


Note: The above is subject to com of w{adia| up eetinBried at Rs... 

(0 and to any auiplui in dafidomy on trading pending realisntion of 

Avxct*'' 

(ii) Theca are 3,000 dmius unpaid ^ Ra. 20 per share liabie to be called' 

tv* 
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LIST H-DEFICIENCY ACCOUNT 

^ IfiMUeostribatiiigteDcAoiMcy: 

. Dmm of Cifiitd ft iiabilhiei ow assdt ia l>I-<2 

„ iiWdead'ft boaoiw declared duriag the period 

Jaa.-'Dcc. C2. 

Net tmdiaf lOMea after chargiag depreciation, 
taxatkm, iatereat on debeatorea, etc. dariag the 
aaaie period. 

L oaa ca other than trading losses written or fer 
which provtsioii has been made in the books during 
the aaaM period—stock losa 

S. Eatiiaated loaaea now written ofT or for which 
proviaioa has been made for the purpose of 
prcimriag the statemcot: 


nut 

70,000 

Tods 

16,000 

Patents 

20,000 

Stock 

13,000 

Ittvesuneats 

10,000 

Dddors 

30,000 


. Odmr items ceatribatiag to Deficiency 


i. Items reducing Deficiency : 

7. Exeess of assets, over capita] and tiaUlities on 
1st Jan. 62. 

Net trading profit daring the period 1st Jan. 62 to 
3lat Dec. 66. 

9. Frote ft Incomes othm-than trading profit during 
the aauM period 

Other items redndng Deficiency Profit e'xpectcd on 

Land ft BaHdiiif 


D c i ri e a c y as shewn by the statement of Affairs 

(AH«> 


NIL 

29,706 


2.40,300 


40,000 


I,S9.0QO 

NU 


4,69,000 


15,000 

40,000 

10,000 

65,000 

4,04^000 


4 , 0/100 



S2 


WtrklKg Ncta : 


(1) Trial Baltace tPMcertriadw i M BM taf tow far ifTl 


f«BdA Baildhif 

Dr. 

la. 

1.M.000 

Plant 

3,00.000 

Tools 

20j000 

Pateati 

logoff 

Stock 

I7;000 

laiMtBMata 

IJOcOOO 

Debton 

904X10 

BoalQr CapBai 

6% Praftftaoa alian eapHal 



5% Debeataret 
lotenst OotMaadiM 
MarttfaM Laad k Building 
Trade Credhon 
Owing for Wage* 

Saeretary’a Salary 
Managttif Director't Salary 
Dank Ov^raft 

Proflift Lom Aoooaat on 1.1.76 1,23,700 


Ck. 

Ra. 


ffjM 

IMI 
tSQB 


24S300 

20,000 

34100 

ipBk 

1.904100 


Lou the year (balaodng figore> 

t.70,7000 

1,11,300 

1Q4I24I0O 


10,02,000 

104)34)00 


Beaarra A Sarylna Aeeaaat 


1971 


Rs. 

1971 

Rs. 

Dk 

31 To Profit A Lon A/e 

2S.000 

Deo. 

31 By Balanea 404)00 


(transfer) 


1972 

„ Profit for ihnyaar 404)00 

1972 

„ Dividend—Bqalty 

74.000 

1975 

,. Balaaeec^ lf23,70B 


—(Preftreaee) 

5.700 

Dee. 

31 

1971 

„ Profit A Loss A/c 





(Loss) 

1,09.000 




„ Loss of Stock 

40,000 





24)3.700 


2^03.100 
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Oi) In case of assets specifically charged in favour of a creator, only the 
sn^lus from it, if any, it entered as "Surplus from Socuritict*’. 

Gii) Net result of trading entered on the receipt side, profits being added and 
losses being deducted. 

(iv) Payments made to redeem securities and costs of execution (i.e., cost of 
collecting debts) are deducted from the total receipts. 

(v) Payments are made and shown in the following order : 

(a) Legal charges; 

(b) Liquidator's Remuneration; 

(c) Liquidation Expenses; 

(d) Debenture holders (including interest up to the date of winding up if 
the company is insolvent and to the date of payment if it is solvent); 

(e) Creditors ; 

Preferential (in actual practice, preferential creditors are paid before 
debentureholders having a floating charge). Unsecured creditors ; 
shareholders for dividends declared but not yet paid : 

(f) Preference shareholders; and 

(g) Equity shareholders. 

(vO Arrears of dividend on cumulative preference shares should be paid upto 
the date of winding up. 

(vii) In case of partly paid shares, it should be seen whether any amount is to 
be called up on such shares. 

Firstly, the equity shareholders should be called up to pay the necessary 
amount (not exceeding the amount of uncalled capital) if creditors’ claim/ 
claims of preference shareholders cannot be satisfied with the amount. 
Preference shareholders would be called upon to contribute (not exceed¬ 
ing the amount as yet uncalled on the shares) for paying off creditors. 

(viii) The loss suffered by each class of shareholders, i.e., the amomit that 
cannot be repaid, should be proportionate to the nominal value of the 
share. The loss per shares should be equal if equity shares have equal 




sooiiiul value. Suppoie abarea bave flominal value of Rs. 100. and one 
let of sbareholden hat paid Rs. 80 per share and other set has paid 
Rs. do per share. Suitable adjustment will have to be made in cash in 
such a case; the latter set must contribute Rs.20distor theSrstset 
must be paid Rs. 20 first. 

% IMt CeaMbutorles: The shareholders who transferred partly paid sharM 
(otherwise than by operation of law or by death) within one year. pruM* to the date 
of winding up, may be called upon to pay an amount (not exceeding the amount 
not called up when the shares were transferred) to pay off such creditors as exist^ 
on the date of transfer of shares, and (ii) cannot be paid ont of the funds otherwise 
available with the liquidator, provided also that the existing shareholders have failed 
to pay the amount due on the shares. 

Olastration: In a liquidation which commenced on April 2, 1977 certain 
eredUors could not reqaive payment out of the realisation of assets and out of the 
'eontributions from “A" list contributories. The following arc the details of certain 
transfers which took place in 1966 and 1967. 


Shareholdes 

Number of 
shares transferred 

Date of ceasing 
to be member 

Creditors rcmalQ* 
ing unpaid and 
outstanding at the 
date of ceasing to 
be member 

X 

1,500 

1st March 1976 

4,000 

A 

1,000 

1st May 76 

6.000 

B 

1,500 

Ist Nov. 76 

7,500 

C 

300 

Ist Nov. 76 

8,000 

D 

200 

1st Feb. 77 

9.000 


All the shares were Rs. 10 each. Rs. 6 paid up ignoring 'expenses, 
MBtniieratlon to liquidator, etc., show the amount to be realised from the varioiu 
persons listed above. 

: X will not be liable rince be transferred his shares prior to one year 
preceding the date of winding up. The amount tff Rs. 6,000 outstanding on 1st May 
1976 will have be contributed by A, fl, C * D in the ratio erf number of shares held 
ty them i.e. in the ratio of 10 : 15: 3 :2; thus A will tave to contribute 
■'-iis. 2,000; B Rs. 3,000 C Rs. 600 and D Rs. 40Q. Similarly, the farther ddhts 
Ifajmcied between 1st May. 1976 and lit Inly 1976 vfx. Rs. l.J00foMritii A is not 
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will be tontriboted by B. C and D in the ratio of 15 : 3 : 2. B will have to 
tribute Rs. 1,125. C will have to contribute Rs. 255 and D will have to contri- 
e Ri. 150. The further increase from Rs. 7,500 to Rs. 8,000 viz Rs. 500, occur* 
i between 1st July and Ist Nov., will be shared by C ft D who will be liable for 
300 and Rs. 200 respectively. The increase between 1st Nov. and Ist Feb. la 
'y the responsibility of D. 

The following statement maka the position dear : 


Statonent of liabillttea of B list Contrilmtories 



A 

B 

C 

D 

Amount to be pal 


1,000 

1,500 

300 

200 1 

to the creditors 

ditors Outstanding 

shares 

shares 

shares 

shares 


on the date of ceasing 
to be member 

Rs. 

Ra. 

Rs. 

. Rs. 

Rs. 

6,000 

2.000 

3.000 

600 

400 

6.000 

1,500 


1,125 

225 

150 

1,500 

500 



300 

200 

500 

1,500 

— 

— 

— 

1,500 

50* 

Total (a) 

2.000 

4,125 

1,125 

2,250 


Maximum liability 

on shares held 

4,000 

6,000 

1,200 

800 


Amount paid (a) or 

(b) whichever is lower 

2.000 

4,125 

1.125 

800 



UlHtration : M.Ltd resolved on 31st December 1978 that the company bo 
lid up voluntarily. The following was the trial balance extracted from its book! 
A that date: 

Rs. Ra. 

Equity shares of Rs. 10 each 
9% Preference SharM of Rs. 10 each 
Plant (less depreciation w/o Rs. 85,000) 

Stock iu trade__ 

•Against D’s UabiUty of Rf. 2,250, he can be caUed upon to pay only Ra. 
goo; the loos of Ra. M50 wOi have to be aufftred bjrtfca^Cfoditoia.; 


2.00,000 

1.00,000 

2,15,000 

240.000 




3< 


Sundry Debtor! 55,000 

Sundry Creditor* 75,000 

Bank Balance 74,000 

Preliminary Expenses 6,000 

Profit ft Loss A/e (balance on 1st January 1978) 30,000 

Trading Loss for the year 1968 24,000 

Prderence dividend for the year 1978 6,000 

Outstanding Expenses (including mortgage interest) 25,000 

4% Mortagage Loan 2,00,000 


Total 6.30,000 6,30,000 


On Ist January. 1979 the liquidator sold to N. Ltd, Plant for Rs. 2,05,000 
and stock in trade for R8.2,00,000. The sale was completed in January, 1979 and 
the consideration satisfied as to Rs. 2.62,200 in cash as to the balance in 6% 
Debentures of the purcha^g 'company issued to the liquidator at a premium of 
2 %. 


The remaining steps in the liquidation were as follows : 

(1) The liquidator realised Rs. 52,000 out of the book debts and the cost of 
collection amounted to Rs. 2,000. 

(2) The loan mortgage was discharged on 3Ist January. 1979 alongwith 
interest from 31st July, 1978. Creditors were discharged subject to 
discount to 2% and outstanding expenses excluding mortgage interest 
were settled for Rs. 2,000 ; 

(3) On 30 July, 1979, six months’ interest on debentures was received from 
N.Ltd. 

(4) Liquidation expenses amounting to Rs. 3,000 and liquidator’s remunera¬ 
tion of 3% on disbursements to members were paid on 30th June, 1979. 
The final and final distribution to members was made on 30th June, 
1979 when; 

(a) The preference shareholders were paid out in cash ; and 

(b) The debentures on N. Ltd. and the balance of cash were distributed 
rateably among the equity shareholders. * 

pniMHW tbeXiquidator’s Statement of-Account showing the dittribotion. 
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StUK^: 

M. LTD. (in liquidation) 

Llquidatw’i Statenent of Accoaat ftoii lat Jaaiary, 1979 



to 30tb Jane, 1979 


Rs. 

Rs. 


Ba 

Balance at Bank 

74,000 

Liquidator’s remuneration 


Realisation from; 


(3% on Rs. 2.43,398) 

7,302* ** 

Sundry Debtors 

52.000 

Liquidation Expenses 

3,000 

N. Ltd. 

Rs. 1,40.000 6% 


Loim on mortgage with 
secured interest*** 

204,000 

Debentures 1,42,800 


Creditors including 

75,500 

Cash 2 , 62.200 

Cash, 6 months' interest 

4,05.000 

Outstanding Expenses 

Return to contributories: 

6% Preference shareholders 


on debentures 

4,200 

Rs. 10 per share 

1,00,000 

Lms : Cost of Collection 
of Debts 

5,35,200 

2,000 

6% Debentures Rs. 1,42,800 
Equity Shareholders, 

Cash (03 P. approx) 
per share 598 

1,43,398 

Total 

5,32,200 

Total 

5,33,200 


*3/103x150,700 (i.e- R*. 5,33,200 less payments made to a)l creditorh). 

**It is assumed that loan is secured by a floating charge. 

nhstrateoa: 

Prakash Prosessori Ltd. went into voluntary liquidation on 31st Decembw, 
1983 when their Balance Sheet read as fbllws 

UdbOlties Ra. 

'Tsthed And nibioribed CajHtal: 

5k(X^ cnmnlative p^erence shares of lU. 100 each fhlly paid 5.00,000 
2,500 eqnity shares of Rs. 100 each, R^ 75 paid 1,87,^ 



7,500 equity shares of Rs. 100 each, Rs. 60 paid 

4,50,000 

15% Debentures secured by a floating charge 

2,50,000 

Interest outstanding on Debentures 

37,300 

Creditors 

3,18,730 


17,43,750 


Atsttt 


Land and buildings 

2,30,000 

Machinery and plant 

6,25,000 

Patents 

1,00.000 

Stock 

1,37,500 

Sundry debtors 

2,75,000 

Cash at bank 

73,000 

Profit and Loss A/c 

2,81,250 


17.43,750 


Preference dividends were in arrears for 2 years and the creditors included 
preferential creditors of Rs. 38,000. 

The assets realised as follows 

Land and buildings Rs. 3,00,000, Machinery and plant Re. 3,00,000, Patents 

Rs. 73,000, .Stock Rs. 1,M,000, Sondry debtors Rs. 2,00,000. 

The eivenses of liquidation amounted to Rs. 27,230. IpbeUqnidatoris «itit> 
le# to a coniinin^a of 3% on assets realised eaqcpt cash. AiMaing the final 
yyittffPtt ittchn^ll thow on ii mdo oo 30th lttAo» iOS4, ihow Ao 

llqiddator's Pinal Stdtonent of Aoeonnt 



PRAKASH PROCESSORS LIMITED 
UQUI DATOR’S FINAL STATEMENT OF ACCOUNT 



13,19375 13.19.87S 
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WsrUag attea: 

3 

(1) Liquidator'! remuneration: 1225000x*^— 36,750 


(2) At the company it loivent, interest on 
the debentures will have to be paid for 
the period 1—1—1984 to 30.6.84— 


2,50,000 X 

18.7S0 

(3) Total equity capital—paid up 

Rs. 6,37,500 

Lets: balance available after 


payment to unsecured 
and preference shares 
(13,00,000 -12,89,000) 

11,000 

Loss to borne by 10000 equity shares 

6.26,500 

Loss per share 

Rs. 62.65 

Hence, amount of call on Rs. 60 paid share 

2 .6S 

refund to share on Rs. 75 paid 

12.35 


Qnestloiis 

(a) Before paying the creditors totalling Rs. 3,04,000 the liquidators of a 
company was left with Rs. 1,25,000. The shares of the company werS as 
follows: 

(i) 3,000 9% Preference Shares of Rs. 100 eadi, Rs. 80 paid, 

(ii) 2,000 Equity shares of Rs. 100 each, Rs. 60 paid, and 

(iii) 3,000 Equity shares of lOO each, Rs. 75 paid. 

What will be the call on the preference share ? 

(b) In a company where the shares are as mentioned above, tite liquidators 
it left with Rs. 2,20,000 after paying off creditors. What win be the call 
on shares ? 

(a) Rs. 8 ; (6) Rs, 13 on 200 equity shares ; Rs. 2 returned on 3,000 equity 
shares. 



Paragon Enterprises, 


Cq;nes, July 84 (RcfviSed) 





The Institute of 
Chartered Accountants of India 

STUDY MATERIAL 


INTERMEDIATE COURSE (N) 

Supplementary Study Material on Accounting 

Part-T 

rta the p ropo s ed new tylUbui, oertain to|^ neve been added to the exItRog preteribed 
§et latenaiadiBtt Baaniiwloii.) for facility of refeeance and use, the relevant details 
eonnning tiw addhions to the syilabot ate famished below: 

TUaboddet oooiains the study nuterial for some of the additional topics inclndedln 
the ptopoeed new syllabus of the IniermedlaM Exanlnatioa. This should be teed in 
copjunction with the eaitting study material.. 


PAPER—Ha) AOOOUNTINO CONVENTIONS & PRACTICES (Pages 74^1) 

(A) DEmBCIATlON AND VARIOUS METHODS THERE OF (Pages 39-57) 

(c) DISTINCTION BETWEEN CAPITAL A REVENUE 

(<0 ACCOUNTS RELATINO TO NEGOTIABLE INSTRUMENTS (Pages 58-73) 
•(«) ACCOUNTS FOR PROFESSIONAL CONCERNS 
*(f) ACCOUNTS FOR HOSPITALS, HOTELS A FARMS 
•(f) ACCOUNTS FOR GOODS ON SALE OR RETURN 
•(it CONTRACT ACCOUNTS 
PAPER—It (a) ISSUE OF SHARES A DEBENTURES (Study 9) 

(A) SIMPU RATIO ANALYSIS (1^1-38) 

(c) PROFIT A LOSS hUOR TO INCORPORATION (Study lOth) 

ntnlttio Mellon 

•Tbeae toplci win be pmwnd b Part—n of thii’liateriaL 


AdnaeadAoooaniiiShtAb A OiiBWilXEditkn, Chapter (XXX) 

Adr ao ced A wwnntan ey: H. Chuknbocty n Edhbo (Part VI Chapter U) 
Aeeoantauqy: ^ddea (BLBS BtttieiD 

Accounting Steoderdi Iwied by dte toWitmeof Chartered Accountant! of In dia 

This 8ia4]r lAqwr lii» tan p w jaw i by the Board of Stadkt ofahe 
EMtitMeafClurtneAAcBoaataala of India. Pen nhii on of the Coo^! 
of On k cnntial fiir mmd u c t km of toy portkm of thia 

fapw. ^fltwa Mporwed hngjBAn aot noeem^''views oflastitiite. 


iUXSOUNTDfO RATIOS 


AAalyrii of floooeUl lUtaatentt Iim become very eiimficant doe to tbe wide* 
■pieod latorad of variout parties in tbe floandal resohi of a company, la recent 
yean the ownenUp of capital of moatpoMie eompaniei hat beomne brmid baaed. 

A namber of parties and bod^ indodiof creditors, potential sopfriiers, debenture . 
holders, eredit institotions, like banka, Indostrial loanee corporations, eto. poteotia*^ 
investors, etniloyees, trade unions, important costomers, eco:H>miits, iavestmen. 
anaiysta, taxation anthorkies sad Oovernmem have a stake in tim financial results of 
a company. Various peo^ look at the Inaodal atatonenta from varioas angka 
A nnmber of to^niqaes have been developed to underuke analysis of financial 
statements in order to reach oondmdons about the financial health, profitability and 
effidenoy df an enterprise and also to compare an enterpriie with other similar 
uadertakiagt. Theteebiriqneofn^oanalvsli istbeniod important tool of finandal 
analysis. It helps in coming the performance of vuions Companies and judging 
their financial toandnets. 

Whatiasatlo analpais ? 

A^ ratio shows the aritiuaetieal rektioasUp between two figures. Thiuwe 
can say that the ratio of gross pretit ro sales is f : 4 or 25% (stated as percentage) 
or *25. It la obvious, that absolute figures do not convey much. Thus if we say 
that Co. A made a proSt of Rs. 50,000 and Ck. B a profit of Rs. 60,000 we can* 
not automatieally conclude that Co. B is more profitable. If we say that Co. A has 
made a profit of Rsi 50,000 against Rs. 5,00,000 emidoyed as capital, and Ca B has 
mada a profit of Rs. 60,000 against Rs. 12,00.000 employed as capital, it cap be 
concluded that Co. A is more profitable ainoe its net profit to onplul emi^ied ratio 
is 10% at against S% of B. Ratios show the relationship betweeh releva^ figures. 
With thair help, we can reach nsefal eondustons about the flaapeial health and 
performaaee of a oompaay. 

It goes without saying tint ratioa tiionld be worked out on tbe basit of figures 
,..wbidi are slgniioantly relaten to each ether. For example, the relmionthk) of total 
debtors to auMoritad eamtal will be meaalngfess but that a( total debtorsAo cr^it 
tales ddlnkely it. It wUi be no ate eaubUsUng ratiot between Ignret wh^ do not 
influeboe ode anotlier. it bat bean snggastad by aome ncoountants that lathe- 
arrangemsat of ratios properly, tiio 'aaori desfanblc* item shonkt be divided by the 
one that is *leas desirable’so M any fiivoarabio ehaaie tefiectaitself by aniaomse 
in the ratio. For example, it is aMsn deainible to havo more eumat asmts «h«n 
enrrent liabflitiea: hence tin onrrent assets Aonld be divided by earreat liabilltka. 
This suggeetion, however, is not unlverady accepted. Contequentiy. then it lade of 
uniformity in the expreaskra ofresnlts; wUle dJacusting tin ntio^ along with the 
name of each ration the fmrmula for the niioMlso needs to be dated. 

Nn ts Mf and eaw dh lo ae of p p p Ha a biUty far iaterdtoan aMdlatni.flrae 
eoatpurieaai: Aocoeatiai ritios any be efldileyed fbr mnlyahn and oomptWng 
the workhiiiiaaltaorecoaoacafovayeerwkh AatoraaodMir cad fior datacaiinlnf 
ttoeOdsatgr of the fpl B fm w l of enpIMI by oeMpniaB eMiale arila 
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_ ItlMIflpt Mid MlM widi Aon of •sother coaoeni io the Mae faidMtiy. 

InMMd ooapajaiM, provided the '^ndkiOM of woiiiag temain rabiUatuDy the 
Miae from Oae period to aaother, elip ««o be helped mb gvldeia deteraining, the 
uendtof theboriaessend aiulydngtlie Aatora which may have coatribated either 
to a riaa or a fidi ia its tales or that otgrois profit. Inter-firm coapaiiton, betwm 
ftras hi tilt Mate iadttttry, also can be iastmctive to the numgeaentinasaBtit 
at tia erttidnMlot of iMha ia diSHtat iadustrici my iUptlrate: (t) 
methods of tn ii tM foWowed by theta; (2) difibreat uietor tonroef of ctipihd 
.^ereatpaiieiet fallowed atregaids maadgemeat, etc. Bkiitaoitbe caiphasim 
^ inter^nn oomparison is practicable only if the acoouatiog practicea followed by 
. ^i^eteat ooaoeras ate aaifc^, definhioa of terau have beea agr^ npoa beforehaad 
t ^jnd aoooanthig atatemeats are drawa up in a aianaer that comparable figures therein 
be easily identified. The principal oUective of inter-firm .comparison bawd on 
aeooaatfaig rsetios is to ascertain the significant variations in tlie rate of earnings or 
the laaiitial stractare that nay exist between one unit and aaotb« in the same 
hdiiatry* eo that any weakness revealed thereby may be remedied. Bat such a 
oonmarbon would be valid only if the firms are of a similar size, carrying on a 
similar bosiaess and situated in localities which afford almost idcntial ferities for 
earrying on the business. In case of firms cngMed in diverse activities, a puiposive- 
compansonit practicable only iftbetr total figures are broken down to arrive at 
separate figures us regards different aetivklM of the firm. 


Accounting ratios are a very aentitive tool. As such, to get at a correct 
iadieatioa which may serve as a usefiu guide for the determination of future poUc^ 
there must exist a high degree of comparability between one firm and the Mher and, 
in the ease of an internal oomparison. the condition under which the firm was 
workiag during different periods of time should be identical. 

« To nuke the eompariaou m ioformative m possible, the firms within an in- 
dustrU group should be dissified ns those showing the highest, lowest and average 
retains on capital emplc^ as compared to fixed assets and a similar policy shoiM 
be follo.red in regard to quantities of itocio, stores and work-in-progress held. 

An intra-fitm oonqiariaoa of financial results of different uaiw in the Mine 
industry caa be ma^ even by establishing standard ratio. The method is baaed' 
on iho broad princijide that for every industry there are certain tinuacteristie 
StwanUf uid Operating ratios, depending upon the nature of its activities, the 
standards vdiefeof can be set up by averagiag lados of several concerns in the 
indnstiy. 



Foreua^ia^ifAegross profit ratiosand some of the oipmisM ratiosof 
several sugar mUs^ an area are averaged, the average ratios wo^ provide the 
standards that snob mtt Hast appeoxissate to enjoy an avetage measure or sucosss. 

AldumA soeae ratios may bold good only for a paitieolar indnstiy, a bask 
ratio, e.g^ yiei^4>o eafdtal, may ensue one to oompare even one industry, u4tb 
aaoiber^ toroogb tbe eooaomie oondbiou ia wbhb each fawfustiy ppmdera^. 
alinqrabe kept in mbd. For instnooe, tiie rata of return la ease m aUetociity 
eoam^ii bbw na sscrfoa^by legal rsitrisitoHS, lUs foct mati tafcspt k view 
wbsnodsttadng ckelikiiy andaitokfaiptilfc flrsMfaiotiier industries. SBIkltisn 
Mb«Ms& aldM aaa alM sni* antm^ristm' Ratios give n betlsr basbfof 

I 


) 
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eompariion of the performance of a firm in one year with that in another; they . 
very uieful in establiihiDB trends and thus for forecasting and are of immense use 
bankers and investors in judging a firm*s prospects. 

Perfermanee aasdyala suid evalnatloB of financial aonadneea : Rati 
am indicators of ttie performaace and the financial position of a company. It 
obvious that anyone who »interested in a company would be wantmg to know ab 
the perform mce as well as the financial position of a company. The company m 
be performing very well but. if its financial position is not sound, it cannot survi 
for long. Similarly, a company may have a very soosd financial position but if: 
profitability as well as utilization of funds is not up to the mark, immediate oorri 
tive action would have to be taken. 

Before we see how ratios can be used to analyse the financial statements, < 
muit be clear that ratios are only indicators of certain trends fas the performaace ai 
financial conditions of a company. Ratios bring to light cntain ^mptoms. It 
for the financial analyst to study the indicatioiu given by vmioas ratios and reai 
definite conclusions. 

Importaat Note : Studenti mat clearly wtdentand that there Is no standa 
terminology in ratio analysts. Various authors and financial analysis have d^ed ' 
same ratio in a different manner. The tame ratio may alto have a dWerent signtfiean 
and meaning in two different situations. U Is, therffere, important for the stunts 
understand that there are no universally accepted defitdtions eff various ratios, 
examinations, the students must, before working out any rath, give the formula or - 
way in whkh the rath has been worked out. 

Before undertaking ratio analysis, it is also important that the figures abou 
be arranged properly. This will faciliute the work of analysis. Normally t 
financial statements are prepared in the two column ‘T’fonn. However, thestat 
ments prepared in the single verticai column form throw up very significant figur 
by the process of addition or subtraction. 

Mwgle CetoBui fitatemwste : It is advantageons qwcially for nth 
analysis purposea, to present the financial statements in singk column inrtead of tl 
usual T form: Below is an example. 

niaetratlaa. The following is the Balance Sheet of Operation Ltd. as 
31st December 1981 together with the Profit and Loss Account 


Balance Sheet as at Dae. 31,1961 


Liabilities 

Rs. 

Assets 

Rs. 

Share Capital (folly paid 


Trade Investments 

LSOJO 

shares of Rs. 100 each) 

4,00,000 

Patents 

TOfii 

Dividend EquaHsation 


Land ft Buildings, at cost 


Reserve 

60,000 

nant and Machinery at cost 

6,0000 



s 


Seneral Reserve 

Rs. 

' 1.00,000 

•rofit & Loss A/a 

1.70,000 

i% Debentures 

^redeemable in 1990) 

2 ,00,000 

lank Overdraft 

1 .20,000 

Ximit Rs. 2,00,00(0 

^ Provident Fund 

90,000 

^editors 

2 ,00,000 

Jnpaid Dividend 

9,000 

•roposed Dividends 

50,000 

‘rovision for Taxation 

1 ,00,000 

-ovision for Oepreciation* 

2 ,10,000 


17,09.000 


Ri. 

•.Oub at Baak 40,000 

Stock : 

Materials 60,000 

Finished Goods 1,20,000 
Work in Progress 35,000 

- 2,15.000 

Book Debt 1,90,000 

Provision for B/Debts 6,000 1,84,000 

Bills Receivable 40,000 

Staff Provident I'unii Invcstraients 90.000 
Deposit with Customs Authorities 20,000 
Advance for Putchase Machinery 40,000 
Preliminary Expenses 20,000 

17,09,000 


Profit and Loan Aocowat for tlio year emHagPee. 31, i981 


0 Stock: 

Rs. 


Rs. 

Materials . 80,000 


By Sales 

18.00,000 

Finished goods 1,10,000 


By Stock 


Work in-Progress 30,000 

2 ,20,000 

Materials 60,000 


0 Puir'mses 

8,30,000 

Finished goods 1,20,000 


Wages 

2,50,000 

Work-in-Progress 35,000 

2,15,000 

’•* Power 

30,000 

— 




By Dividend on Investment 

15,000 

. Miscellaneous Factory 




Expenses 

90,000 

By Sales of Scrap 

6.000 

Office Salareis 

50,000 


• 

Office Expenses 

45,000 



Advertiaing 

40,000 



Sales Office Expenses 

60,000 



. Debenture Interest 

12,000 



. PFdifflinary Expenses 

5.000 



. Depreciation: 




Plant and MacUnery 

50,000 



T-and atid BnifaHwga 

10,000 




' _ 

*ti ptlHMM aeeeantstUiiHB be sbemi as dedacdM flma cost offtnd aitits.. 



$ 


' - -t' 

Ri. 


la. 

To Provision for Taxation l/VIflOd 

To Proposed Dividend S0,000 

To Bnlaooe for Profit 1^,000 



20^.000 


20^36,000 

You are required : (0 to present the information (summarised if neoesMtuf^^ 
In single column statements; and 

(iO oa the basis of tbe statements prepared by you, w^ool tim simMcaat 
accounting ratiof briefly stating Why you consider flna latloa worked out 

by you to be significant 



Solwtioa: 



OPERATION LTD. 



Balaawe Shoot as at Docombor 31 

.1931 

Rs. 

Hied Assets: Land & Buildings at cost 


2,90,000 

‘ Hunt R Machinery at cost 


6.00^ 

Patents 


201000 



9,10,000 

Less rrovision for Depreciation 


2,10,000 

Operating Fixed Assets 


7,00^ 

Advance against Machinery 


4(M»0 

Trade Invartments 

j ' 

Rt 

1,50,000 

8,901000 

Woirkiag Q^tal: 

- 

Current Aasett 



Stock— 



Mrterials 

60,000 


Ffi^tbed Goods 

1,W.000 


WodC'b'Progrett 

35,000 


Book Debts, net 

IMOOO 


Bins Receivable 

dOyOOO 


Crnhm Bask 

4ofloo 


Depocitwith customs 

70fi» 



ijSfloo « 

* 

' 
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Ijmtf: Cmest Uabittke* 

Rs. 

Rs 

Rs. 

Bank Overdraft 

1.20g000 



Cndhots 

2.00.000 



Unpaid Dividend 

9.000 



Proposed Dividend 

30.000 

1 


Provision for Taxatkm 
} * 

1.00.000 

4.79^ 

2(M)00 

y 

C/d. " 


9.1(V)00 

Staff Provided Fund Seenrities 

90.000 


Lest : Staff Provident Fund 


90.000 

MB 


Tool Capital Employed 
lau 6% DebentuiM 


9,10.000 


Shardtoktai* Funds 


7,1(U)00 


Reprattnted by: Ca]^ ori^nally contributed 4 xOPj.O OO 

Oeneral Reserve 1,00^000 

Dividend Equalisation Reserve 60,000 

Profit ft Loss A/o (Less PreHmiairy Expenses) 1.30.000 


7.10.000 

Pirofte ft Lom fiSaCeaiNat ftr the fear aadad Daeeaaber SI, 1901 


Sales 


lfi.00.000 

law: Cost of foods Sold 


12,S9/N)0 

Gross Profit 


S^lJOOO 

I«j*: Gpenliaf Expenses: 

Rs. 


Office Salaries 

30.000 


iHPOP CUpwHBl 

43.000 


AdvertUng 

401000 


Saka Oflfice Ei^eMes j 

6OJ000 

ijtsjno 


Net Opefilipf Prtdit 
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Rs. 

Non-Operating lnc<»ne-Dividend on Investments 15,000 
Less : Non operating Expenses—Debenture Interest 12/X)0 

tts : Amounts wniten ott Preliminaiy Expenses 

Profit before tax 
*31 : Income Tax Payable 

Profit after Tax 
Jts3 : Proposed Dividend 

Profit retained in busineu 


Rs. 

3,000 

£49,000" 

_ 5.000 

3,44,000 
MO,000 

2,04,000 

50^000 

£54,000 


".ost of Goods Sold : 

Cost of Goods manufactured 
Work-in Progress on 1-1-81 
Materials—Opening Stock 
Purchases 

Qosiog Stock 


Wages 

Power 

Misc. Factory Expenses 
Depreciation 

Less : Sate of Scrap 

Work-in-Progress on 31-12-81 

Cost of goods manufactured 
Add : Stock of finished goods <m 1-1-81 

Lsss : Stock of finished goods on 31-12<<8! 
Cost of Goods Sold 


Rs. 


80,000 

8,30^000 


9.10,000 

50,000 


6,000 

35,000 


Rs. 

30,000 


8.50,000 


8,80,000 

2.50.000 

30,000 

90,000 

60,000 

13,10,000 
41,000 -y 

__ f 

12.69,000 

1,10,000 

13,79,000 

1,201000 

12^59,000 
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It it BMimed that Land ft Boildiogt an oted for manoracttuiag pnrpoaeii 

I 

The chief advantagea of verticle preeeatadon an two: 

(1) flgnn for many yean, tay 10 or even 20 yean can be put lidebyiide; 
and 

(2) figures having cause and effect nlationihip, like capital employed and 
operating profit earned, and figtm which and mutully relevant (like 

^ current assets and current liabilities) are readily available. 


Pevfbnnaae* asalyieia 

Twortypes of ratios are very helpful in performance analysis. Firstly, then 
an Profit and Loss A/c, ratios which shows the relationship of various items of Profit 
and Loss A/o with sales. The second type are known as turnover ratios which shows 
how well a company is utilising its resources. The broadest measure of overall 
p^ormance is, however, given by the ROI or returnon investment. All of these 
ratios have bera discussed below. - 


Retara am laveatiiMat: This ratio shows how much a company is earning 
on its oaifital employed. Thus if a company has Rs. 5 lakhs as equity capHsl and 
Rs. 3 lakhs as its coital employed would be Rs. 8 lakhs. Suppose it earns 
Rs. 80 diousand in a year before interest and taxation, the ROI will be 10%. Jt fg 
calculated : 


Net Profits before interest and income tax 
Capital employed 

Net caifital employed is the amount of funds invested in business. It can be 
calculated from the baunce sheet in one of the following two ways 

(a) Equity Share Capital+Preference Share Capital+Reserves and snrplm 
+long term loans and long term liabilities minus non-operating assets (e.g. invest* 
mmits) and miscellaneous expenditure if any such item appears on the assets side of 
the balance sheet). 


Or 

(b) Fixed assets+Corrent Assets—Current LiabDities. 

It is obvious that the amount of net capital employed would be the same, 
* vdiidMwer way it is ealonhtied. The following points may be noted in this regard : 

(e) It is not generally proper to fadude-outside Investments when caleulstiiR 
the net MVital emiA^. The pnm b also the profit buTore InteiM on sudi invest* 
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moat$. The idea ii tlttt the rettiqioa iamtauat tor foadi ttnplo^ iriOihitfM 
buehieH ehould be ce teo lated eepenuely frott the leton oo hm^tmeet for fhnde 
emphyod oottide t boiiiieM, However, it one ROI for the total ti«nl«iinT it to bo 
oolottlit(ed»hiveiCiBeiitaehoaldbe£iMta<MialhefigBieof ^eipital emidoyed’and 
thaioeoiaefioataehiaveitmratiiliotildoleo betaJceo iotoot^ vribwa 
aiet profit befon iotareet ood tax. 

lotaoi^ OMeto (otMta vfaioh have no phyileal exiitenee like foodwi]]. potest 
•ad trado^Mtlca) ahooid be iadnded in tiie figwe of oopital emjrioyedi qwcully if 
ihoy hove been paid for. Only if these easels are. totally flotitioas and rep r saent no 
fights, Of benefka to foe bnsitt^ shoold they be exdoded jCmn the l|fmof*net 
capita] employed. 

ROI is a yon signifirsiit aeasme for inter^nn oomparfson ahd for evahia- 
foitperforiBaooes or various oiiits withiaa firm. Actually ROI pomUnes in itself 
the net elliect of all types of performanee ratios. Ratios of the profit and lou account 
and the tonrover ratios indicnte the performance of a company. All these ratios are 
ultiautety reflected in ROI. A sliaht fall in turnover e^ency or a rise in oosts 
would immediately effect the RQ!. It is because of this that ROI is called foe 
broadest measone of performance. 

Tbe isapeet of Net Profit ratio and Turoover ratio on R(H can be seen as 
given below: 

Net profit before Interest end tax. 

Net Profit Ratio-yXlOO 

Saka 

Sake 

Capital Turnover Ratio -—-- - 

Net capital em^kyed 

If we multiply the two, i.e. . 

Net Profit before interest and tax Salei 

---X-XlOO 

Saks Net capital employed 

We get ROI. 


Rs. 


Rate of Retun 


Sales 50.00,000 5,00,000 50,00,000 

Capital 20,00,000 -X -X 100 

Profit 5,00,000 50,(}0fi00 20fi0fi00 

Or 10%X2.S .25% 

Thus once ROI is worked out. eforfoer analytk k nndertaken by working 
out Nbt Profit Ratio (and Profit and Loss^ora^ which effbots it) and foe Iknn* 
over Ratios (with ofo« ratios eflhotiag it). The chart given on foe neott page foowa. 
fotao rdkdonsklpt. The exeoi cense of a low RtM can be taeoed only after a 
eomplBts anifonds throogh Pirofit and Lose Aooooht —t iee ond t—o n ic ntiov 
awmsoal in the chart gim belobr. 
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Mf’EmmliwtiiMi QjoMtloM 


1. Which of followhig will be inclnded for ifoeitainlag oipitel einplo 3 red 
for determining the rate of return ? 

] • 

(i) Equity Capital (ii) Preference Capital (iii). Capital Reiervee (hr) Revenne 
Retervca (v) Debentures, (vi) Provision for Taxation and Liabilities for goods and 
servi^ (vii) Loan from I.F. C. 

2. State which of the following is osually the profit for ascertaining the rate 
of return: 

(i) ‘Divisible profit’ amongst shareholders; (ii) Earning before interest aitd 
tax; (iii) Profit after Debenture Interest but before tax; (iv) Profit before interest 
but alter tax. 

3. Is the capital employed, as determined per Q. 1 above, be reduced by— 

(i) Goodwill, as shown in the books; (iO Miscellaneous Expenses not written 
off; and (iii) Investment 7 

1 (a) Is the term “capital employed” difference for (i) valuing goodwill than 
for (ii) ascertaining the rate of return ? 

^ (b) Mr hich of the following will be included for (i) in (a) above 7 

(i) Equity Capital (ii) Reserve & Surplus ; (iii) Preference Share Capital } 
(iv) Debentures St Long term Loans ; (v) Unrecorded appreciation in the book 
value of fixed assets. 

5, A firm has 10% as net profit ratio. Its turnover ratio is Zl. Mlut 
would be its retnrn investment ? 

PROfTT AND LOSS AOOOUNT RATIOS 

(a; Net profit ratio: Jt shows the pereenuge net profit to sates. It can 
be calculated as below: 

Net pn^ before interest, tax and dividend „ 

-c- ^ -XlOO 

This is one of the components of retum on capital employed. It jodicates 
the net margin earned on a sate of Rs. 100. 

A low net profit ratio would mean that the company haa a largt owkqmi* of 
mannfhcturing expenses or selling, dittribalion and adtnini^tlTe overheads and 
Ita gross ma^ on sates ia low. To point out the exact reason fbr a low aal prafit 
ratio, fterthw ratios may be woriced oat as diown bdow i 
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(b) Operatbig rath : This ratio is calculated : 

Cost of goods sold plus other operating expenses 

Sales ^ 

This ratio takes into account both the direct and indirect expenses of opera 
tion and states them as a ratio to sales. It is actually complementary to the rath 
of net profit or margin to sales. For example, if the total expenditure is Rs. 90/ 
for achieving sale of Rs. 100. the operating ratio will be 90% and the ratio c 
the net income to sales will be 10%. 

If we compare the operating ratio of a company of one period with another 
vdth the operating ratio of another company, we would know whether or not th' 
cost content is high in the figure of sales. Since the operating ratio shows the sun 
total costs in all functions, it is advisable to break it up into various cost ratios. Th 
following four cost ratios are significant: 

(0 Material consumed ratio: 


Material, consumed . 

Net Sales 

Comparison of these ratios over various periods discloses an improvement 
otherwise in the utilisation of raw materials, efficiency or otherwise in purchatin 
materials as also any rise or fall in the cost of materials. 

(iO Conversion Cost Ratio : 

Manufacturing Expenses (Exel. materials) 

Net Sales 

^ The ratio reflects the general efficiency of the manufacturing process. If on 
or mote Uems of manufacturing costs are material, separate ratios expressing th 
cost of sudi items as a percentage of sales may be worked out. 

(iiO Administrat've Expenses Ratio: 

Administrative Expenses„ 

-Nrt ^ilei — 

This shows whether the administrative cost of the company is optimal 
not. 

_ (iv) SeOiog and Distribution Expenses ratio : 

k 

Selling and Da^bution Expenses 

Ratio of individoal terms of cost to sales can also be worked out Thei 
ratios wffi show the variations that may have taken place in the proportion of sue 



«xpeaMi between different tredn^ perlodii Tbnt. bi '^ oue «f Arm in : 
ahunlniam industry, the ratio of cost of power to tales may be very nsefnt eiii 
electricity eonitbutes a very sisniftcaot portion of total-costs. 

In many cases h would be advisable to divide the total costs imo flsed ooi 
and variable costs and work out the ratio of Used costs to sales and vmiabte coi 
to sales. 

Many analysts work out the material eost ratio, tabour cost ratio and ov 
heads colt ratio on the basis of total cost of production, instead of sales. This 
because, to the extent there hat been a change in the number or price of the uni 
sold, ratios based on tales will not show any m>vement in effl«jency. 

(C) Oroas Frofi* Porentafo: This indieatea the averafe mark np 
margin obtained on products tdd. Orofa profit is the difference between the sales ai 
cost of sales. It, expressed as a percentage of sales, shows the proAtaUlity of ‘ 
v^ous proiuea: e.g., these days grou profits ratio in a concern mannfhctnrii 
nylon fibre may be murii higher than one manufactaring steel. This shows th 
■yndietic fi*ire indostry has a much better profitabilky aa compared OM of stc 
industry. Gross profit ratio it primarily dependent on maitet forces of supply ai 
demand of finished goods and raw materials apart fW>m ejBcieacy of the conversk 
process. When we say that a particalar industry is more profitable at compared 
another, we osuatly mean that the Oroit Profit Peroeatage of the industry 
higter. 


ialf-Baaminnrion QyioatinnB 

C. Enumerate factors which affect the grou profit petxwikage other tha 
inodnction efflcieoey. 

7- Which of the following two companies will have a lower ROI and^b 


A B 

Net Profit Percentage 5% 6% 

Grots Profit Peracntage 23% 2S% 

Capital Tnmover Rare 3 3 


The ratioa measure the effectiveness with whirii a firm niea reaouroea at ! 
dlvosal. A firm whidi managm its fhnds property, kcepa them in constant ui 
pfodooea at the optimum level, Ico^ the levds of invcntoriet a gien t M ca H y, optfaiis 
the produetion time, dhtrlbutet its fihitliod goods efflcicatly and reallaes its deli 
k time wiB have a good capital tomovcr ratio. Suppose two manaam an giw 
Ra. I lakh eadi for naa in business, One ef them ntes the fends efiecthaly imd 
abktopraduecaadsdlgo^ wofihRs. StnUawhflo the other one, epa ywAa 
aa4 astt goods worth only Rs. 4 lakhs. Tim fbemcr vriD ibeir a bdtw laini 
iauwf nnt due to a higher tnrnoyar ratio. 
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Ite iMMt important toraover ratio is 'oaj^ tnraover ratio wUdi oao bo 
ctkakteilaabebm: ^ 


Salea _ 

Capital timplojred 

* Tbe ratio is a oompoond of velocitict of stocks, debtors and fixed assets. It 
Shows up any failure that there may have been in maintaiuing competitive standards.. 
Capital velocity to a certain extent is dependent on external factors such as changes 
la tbe position ot supply and demand and changes in the price level differently 
ytrying items on either ' side of (he ratio. Velocity is likely to be higher when thi 
bnsinrai is worUag to capacity; market k favourable and it is easy to collect ■ book 
deto. But this ratio U capable of showing only in a general way the .efficiency or 
ineffieieaey in the use of employment of capital. Therefore, in order to. Imve a 
dearer pkture, the invettigatioa must be carried further by com oaring cast of gooda 
soM with ead) of the components of operating capital i.e., 

(i) Sales: fixed assets or fixed assets turnover ratio. 

(ii) Sales: corrent assets or current assets turnover ratb. 

(iii) Sales: stock, stores and work-io*prQgress or stock turnover ratio. 

(i) flUas: Band suHMtn : This ratio indicates the improvement, if any, In 
■ales that hu resulted from an inoeua in the use of fixed assdts. In so far as this 
ratb is valid, it can nerve as an index as regards the policy which should be Iblbwed 
in the fbture. Aoquisitbn of new plant surely should result in bwer cost or greater 
sales: it would involved higher burden on account of interest and depredation 
chiuget but the ume if someddea more than set off by bwer ruuning costs. This 
ratio is bw if the existins capadtiei are not fblly utilised. 

a 

(H) Sale*: ewreac asaecs: It is impossible to make sales only on the baaif 
of fixed amets; currant assets also play a very important role. This ratio will indicate 
vdwtber current assets are being effectiveiy or not 

Sfffck tumofer Hath (or bmutory ttmorar ratio) It is ealeuhttd ot 

_ Cost of sales _ 

Average stock carried or inventory 

The tenn stock may include all typra of stock (raw materials, work in prograsi 
or fids bed goods but sinoe salei ara of finished goods, it is better to rabnlite ratb- 
on thebuis of finished goods Stock only. Higher tbe ratio, the better it is, sinoe ft 
indkatet more sales ace being produced by a unit of investment in stocks. Industries 
in wUtffi the stodc turnover ratb is high usually work on a b v margin of pcofitr-Uie 
nfte tit profit on sale must be high if stodc turnover ratio is low. 

RflMqr ha noted that the ratb may aIso'6e calculated as 



Sato 

Avenge hiveaUHy 

even though sato figure will be at selliog price and inventory at cost. This has the 
advantage that for a given figure of sato, the iavcntorji level required can be easily 
ascertained. Suppose the ratio is 3 and it is expected., that next year the sales sviK 
be Rs. 75,00,000. Then the inventory to be carried will be around Rs. 15,00,000. 
f.e. Rs. 75j00jt)00-r5. 


(iii) Roh* material Slock turnover ratio t 

_ Stock of Raw materials _ 

Average monthly Mnsumptton of raw materials 

This figure will indicate the number of months consumption that the actual 
stock is equal to. 

The figure compared with the average delivery will indicate over or nnder' 
stocking. Suppose stock material at the end of the year is Rs. 3,00,000. Whereas 
the consumption during the year was Rs. 9,60,000 or Rs. 80,000 per month. Then 
the firm has stock of raw materials equal to consumption of 3.75 months. There is 
over stocking if the stock can be acquired on reasonable prices in say sU weeks but 
if the supply of materials in seasonal, the next season's to start after say, six months, 
the inesent stock is not adequate. 


(iv) Net credit sale: trade dehtore : Net Sales (credit) divided by the 
average amount of trade debtors depicts the velocity of turnover of debtors. Greater 
the velocity, higher will be the efficiency of the collection of debts. It is, generally, 
a very good indicatioa of the general condition of the book debts. 


The better way to calculate it is: 


Amoun t of book deba 
Averagely tale 


This shows the number of days for wbkh tales made remain outstanding. It 
is then known at the Debt CoHecHoH Partoi. To the extent the period to determined 
exceeds or b less than the average period of credit allowed in tbt trade, there would 
be promptness or otherwise in the recovery of debts. On this basis, the ca p i t a l cost 
caitying debtors also can be computed for determining the average period of credit 
that a firm might allow. 

The velocity of trade debts, measured in the manner stated above, is a primary 
index of the economy and efficiency with which the part of working capital represen¬ 
ted by trade debtors is being irtilis^ as well as of its current condition. The lowing 
down of vdodty is an indication of the fact that the risk of collection of debts and 
com of ooH^on is increasing. BoonomU; factors nndoubtedly exercise a great deal 
of iaflueoce of ooUectkm of debts, sinoe it is easier whenever there is an upward trend 
hi trade eyde and oppoeite is the case whenever there h a recession in trade. Usnal^ 
•logghh ooltotioa is alio aooompanied by ageing of debts. In such a case it is 
derfraMe that, in addition to working oat n ratio Indicating the average period of 
leoovery of book debts, their total recovery over different period, b compnted. An 
ai^anNBtiy favourable ratio may only be die result of some ‘window dnraing', e.g,. 



dirtOMl or debt! to t finance company or of leaving books of acoomit open at tbe 
•oaoTtlieyear and adjoitiog therein tbe collection made snbieqneat to the dose 
oftheyear. Snob attempts should be guarded against while ondertak^ sodi mi 
investigatkMi. 


It may be pointed out that while wwking out velocity of recovoy ol trade 
debtors, only the normal trade items should be included. Tbe sale figures for com¬ 
parison with debtors should be that net cred|t sales. In a business where extended 
credit is allowed or sales are made on a hire purchases buis, only appropriate dasses 
of debtors should be associated with the relevant nles figures. 

Avnwgecywdit period: Proper managemrat of woridng capital includes 
that the firm enjoys the nedit promised by the creditors. The cailoalation of average 
credit period is similar to the one in respect of debt collection period. 

Averdge of monthly (or daily) balance of creditors for goods 
Average of monthly (or daily) credit pnrcbasre~^ 


Solf-oaomliiatiosi Q^estlaaB 

fi. Work out the margin on sales, tbe turnover of capital and the rate of 
r et ur n based on the following particolars: Sales Rs. 30,00,000, capital employed 
Re. 40,00,000 and profit earned R^ 6,00,000. 

t. WUdi of the following statements are true 7 


.(1) If a company does not utilhe its production capacitiee to the-flill, 
it will have a low fixed assets turnover ratio. 

00 If finished stocks accumulate, the stock turnover ratip will show an 
increase. 

(iiO If the production proceu time is cot down due to improved feoiinkml 
Imow-now, the capital turnover ratio will improve. ^ 

(iv) Caffital turnover ratio can be improved by delaying payments to 
creditors. 


(v) Ifa longer credit period is allowed to debtors, the debtors tumoter 
ratio will show a decline. 

(vO Turnover ratioe show the cost structure of a company. 

(flO BSoksuv in the use of resources is hidicated by turn over ratios. 
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AVTKJJRAL or IDONCUl. 

” ' • . 

la ^ pteviMs Mcdoa of tfab ito^ «• ham MSB lunr ItOI can be Impiomd 
by laomahig torn over effleienoy, rHootog costs and imprc^g mdigtns. ' Wrae it k 
tme that a company wonld like to have a high rate of retorn on investment^ it k abb 
tine that it has to maintain sound financial health. ■ Many busineas firms* des|rite 
having a high rate of return on investment, go bankropt beeanse their finan^ oon^ 
tkA k not soond. It k, therefore, import^ ttat a company keeps a constant watch 
over ik financial oonditk>o. 

A nnmbn of latioi. calculated from the balance sheet fignrca^ indicate the 
financial health of a firm. A firm must always be in a ooodkkm to pay both its shot 
term and long term liabilities as they arise. A sound ctmcern always keeps liquid 
fknids to meet ha abort term financ^ obHgationa and plana iti capital atmatnre in a 
manner that adequate long tom fbndt are available. Ihe following rntioa help no fai 
•pinking the financia] hMhh of a oonoem. 

Badoa abeorlng abort term Unmndnl ceoditlaw 

1. Gnrroat Undo: The financial pothion of a concern may be generally 
aaoertaiaed by a comparkon of conent aneta and carreat liabilhiea. Snoh a ratk> k 
commonly known at the cqrrent ratio. Thk k calcnlated c nr r e nt atBck^enrrent 
HabQttiet. In calcnlating thk ratio any liability which faOi dne for payment within 
one year k treated as current liability. Similarly, any asseta whidt k meant to be 
realised into cash within one year k treated aa current 

Itk generally accepted that in order to ensure solvency of a oonoem 
current assets should be at least twice the amount of current liabilhks. But main- 
tenenoe this proportioa rigidly may necessitate nndne locking np of flmda. Also 
when there k stock accumulation, even a current ratio of 2 may be misleading. A 
company having easi^ realisable debtors and fait idling stock items may be 
finsndally sound even if its cnricnt ratio k leu than 2. What should be a Kmnd 
current ratio k therefore a matter depending upem drumstances. The aim should be 
to see that ib<»t term oUigations are met on twb and day to day operatioua are not 
hampered. However, in normal cemditiona » euirent ratio Qf2 k considered tp be 
desirable. 

Thk^io k seashive to a number of fnetots wUdi most be takm into 
acoount if dependable results ate to bo obtained. Some of these arc enomeiated 
bdow: 

(a) Large itodci.may have been aceomnlated only for a seasonal trade or fas 
antid|MUionof axkeintlMpiioe ol goods at the oomineaoemeat a 
tradeeyde. 

(b) Contingeat liabilhks may not have been provided for in acoonnts. 

(o) The ovwero may posseu assets earmaifcedfbrdkofaaiBO of spedfieliaUlk 
tks. Fm esamplcb the conomi may posset certain iiivestmei^ for tenswil 



«lt|gM»iAMi«i«MC*TaaibtofwteMrilpiiil>pM^ On the other band, 
' an ftofUoanuiy have been made for IhdtUttiee expected to mature for 
p^naent in tihe near (htnre. 

It would One be elear that, fn order to net dependaUe reanltt, it ii eswntial 
ttat the elto of ipeoial fhct(Me,.Ukc thoM menti one d above, b eliminated. 

Tbe proportion ot difierent current ameia to their total a« well at their eondi- 
tion tbodd be bdcen into ac^nt befwe ooncindiBft.d>at the ratio it favourable. For 
^example, if a preponderant amount of current andaoootittt of goods fhat are not 

^feidifynlealw. ft nooM call for an adjustment of Mock value <mi account of their 
Uquldhar or nteadaaejr. 

SaleabilitT of Modce may depend upon a number of facton—thdr compoai* 
tkHi,exiiteaGe of an effective demand and sufDcieacy of tbe margin of proOi for 
expenaet <m their tele. 

lUnstnitlea : 

198t < 1982 



Amount 

Divided by 

Amomtt 

Divided by 


Ba. 

Crediton 

Rs. 

Creditors 

vaah 

S.OOO 

on 

5,000 

0>13 

Reoeivablea 

20,000 

0*67 

25,000 

0*62 

Stodc 

30.000 

. 1.00 

30,000 

1*25 

Total Current Assets 

35,000 

1.83 

80,000 

200 

Cnnunt liabOities 

30,000 


40,000 

, 


In tbL cm eithnu gh the oorrent ratio aa a triwle haa improved in 1982 u 
compared to I9tl> Me aaalyala ahowa that the improvement ia mutely due to laiga 
atoda f** that tbe firm baa n amaOer proportion of oaah and reoeivnbfea (which are 
the only anre a onrom of cash). Ona caneot therefore be aure that there ia an 
improvement. 

The diflerenoe between the c ur r en t emata and current liabilitiea is tbe work* 
teg onpiteL The ndeiinacy or otherwise of the working capitnl la found ont by 
deternitelng tbe proportion of working capital to total assets. It is nacfbl to ascMtaia 
tile foUowing ntioa: 

Inventwy 

I (1) -- 

Working Gapitel 

Book Ddits (or account reodvabw) 

(b)- 

WorkiiigOapMal 

if 4c ntioa molatfai it abows that tile d^teodenoe oolnventoiyor 4e book 
debts (aa tin ease amybi^itliiriB and to that extant then is danger. Faflnreof ona 
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targe cwtomer to pty [if rttio (b) i* large] taay mean that die firm kadfm^r not 
be aUe to pay ita own creditors on time and that the day to day operatiom may 
be apMt. 

2. li qn ld Ratio or Acid Test Ratio : It measures the firm’s oapacity to 
pay off claims it current creditors immediately. Tbe ratio, alto caOed the qui^ 
ratio, it is calculated as : 

Caih+rcalisaMe aecurities4 net receivables 
Current Liabilities 

This ratio is very useful in measuring the liquidity a company. It is used 
as a complementary ratio lo the current ratio. A company may have very large 
amount of stocks and therefore its current ratio may be high, la, such a case, if the 
liquid ratio is low. the analyst would immediately know fiuit the company does not 
have good liquidity position. 

Some people work out this ratio on the basis of Quick Liabilities i.e., liabilities 
immediately payable or excluding those liabilities which may not arte for payment 
aay in the next few months sudi as Bank Overdraft. 

The ratio measure position at a pdnt of time* It may be more informative 
lo take into account the possibility that in the nest few weeks the cash position 
vonld be dlSerent because of: (i) amount realised from debtors; (ii) cash sales; 
and (iU) immediate cash expenses, etc. Such expected cash position pins realisable 
secorities could then be compared with the amounts immediately dne to creditors. 

Ratio ahowiag long term finaacial aooiidaooa 

Certain ndios calculated from the balance sheet fi|ures show whether or not 
thceoncern would ^ able to meet its long term oommitments as they occur and 
iwamt shi or increase the market value of the abares of the company. Some of theae 
ratio# are considared below 

3. DobC'Eqalty Ratio : It is calcnlated as 

Long term debt (debentures, loan from 1.F.C etc.) 

Shareholders’ foods (Equity share cai^ai-f 
Reserves & Sntplus less mlsoellaneons expenditore if any) 

Long term Debt 
^ Total long term funds 

This ratio is very important dnoe It shows the dqmdeiioe on outside 

finance. 

A few important points regarding ealeolatioii of this ratio may be emuidered 

below. 

P reforenci abaici. by daseification and Bo m en datM O axo a part of equity 
capital But itdoemablB cumulative pr e fei tace sharca art by aatufu Ifto debcatuea; 



The Controller of cacrital nsnes treat Redeemable Preference shatesas Debeatoiea if 
the period of redemption in 12 years or leas. 

Capital Gearing Ratio : 

Fande bearing fired interest or fiaed dividents i.e. Loans and Prof. c ap i*a > 
Funds belonging to ordinary share-holde^ 

(The students are advised to give the formula by way of a note in an answer 
to examination question). 

If a^oom^y has large debts as compared to the shareholders’ funds, it is 
said to be highly geared. A high gearing may result in some benefit to equity 
shareholders. Out of the profits after meeting fixed interests charges and preference 
dividends the balance would be available to equrty shareholders. If, therefore^ the 
rate of interest is lower than the rate of return, for each rupee of loan the 
gets the surplus. Thus, if own funds are low and the loan funds arc high and if the 
rate of return is higher than the interest rate, the equity sharahtriders gain. Such a 
situation is known as trading on equity. 

Suppose a company has a total capital employed, of Rs. 10 lakhs oonsistias 
of loans of Rs. 8 lakhs and share capital Rs. 2 lakhs, Suppose that the avesage rate 
of interest on the loan is 12% and the company has a rate of return of 24% before 
tax—ia profit before interest and tax is 2.4 lakhs. Out of these only R*. 96,000 
would be payable as interest on loans and Rs. 1.44 lakhs will accrue toteifewn- 
hotderi—a return of 72% (before tax). Thus although the company •aamed ostty 
24% before tax on each rupee invested, it is in a positim to pay aa nmoh as 72% to 
its shareholders. This advantage has led many industrialista to n|y mere and mote 
on borrowed capital 

Another advantage of the bonrowod capital is that the interest charged is a 
permissible deduction from profits before income-tax is detennined. With the 
corporate income tax rates being as high as 50% to 60%, there is an obviooa 
advantage in raising loans. Thus, if a company wishes to pay a dividend on the 
equity shares of 12%, it has to earn at least 24% in case its tax rate it 50%; the yktd 
of 12% wmild be sufficient for paying interest @ 12%. 

A highly geared capital itmctuie is, however, very risky. 

The interest is a fixed charge and has to be met whether or not the oonPMy 
is mx k j n g pr^ts. It k, therefore, important to keep this fact in mind. While 
planning the capital structure, loans can be raised onlv against security. A biifiily 
geared capital would automatically mean that the assew of the company have been 
mortgaged. If unfortunately the company baa to go into linoldation, the cred^m 
win get all the realisation from assets imd the thnreholders will not get anylhiog. 

• 

Another dkadvantaae of* UgWy gensed capital stmetnre b that trading on 
equity works in the revmae ii oiaa ttia tala cf letum is lower than the rate of Intowt. 
In aUsoefa cases iiitei«t.lNlbgn fined Myaant. has to be paid; often heavy int e rest 
rmnh iu w fer e os tf tham wen no interest then oouM have been « 
smaOprafit Th8a.iipmfcidtordepresdbBahighf<diaDoeoa borrowinp may lend 
tn tawlTeaqr. Thn .tanio objective of » proper Hnn abl poUoy b tn pnm n 
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Jndieioiit mixtare of trading on eqtdtjr and flnaaeial riika, depending on tbalevalof 
profiubiUty. 

White it U difikutt to soggest a standard proportion between the two tfpea 
of oaptel, in India it it aooqteed that nomMlIy dm may be twice tlw eqnity sbam* 
botdm ftmda.* 

i. Vlaad Aaeeia to l>*aiK Torm FoadU or Flood AeeeCe Ito t loi 

Fixed AweU 

Tbia ia Calcalated aa: ——- 

Long term funds 

It ia eaaendal that fixed aaaets are acquired only oirtoflong term fbnds since 
they are long term a^Mts Hence this ratio should always be less than one. Actnally 
part of the working capital is also to be financed bn long term funds; therefore, thte 
ratio should be around 67 or so. If tUa ratio is more than oqe^ it would mean that 
short term funds are being used to finance fixed assets. Sinee inch funds can be 
demanded back quickly, it would be a very undesirable situation. loktanoes have 
recently been notim where a number of prosperous companii^ in their anxie^ to 
expand, had used short term and demand depMits from tte public to finance fixed 
assets. When the dcpoidtois demanded their mmies bade the compuies could not 
realise their fixed assets and had to fhoe great dUBeuhy. even igsolvenoy. 

Some analysts feel that fixed assets should be acquired only out td own ftads 
and therefore they calculate the ratio as: 


Fixed assets 


Net Worth 

However, since long term funds can bd legitimately used for longtenn 
purposes, there is not much reason why only net worth should be considered for this 
purpose. 

5. Pre p r i etary Batio : It is dm ratio of funds belonging to shareholdefs 
to the total assets of the company. Fhnds belonging to sharebdders include share 
oa^tal plus reserves and sorplases. Losses or any other fmm of MisoeUaneons 
Bspeadlture should be deducted. 


It. Fill up the Maaks : 

(a) An adverse dmagciaoamnt ratio aud a favourable diaage in salea to 
w pl**! mnpkqfed —the |p"n"i f"Nina of...... 

(b) Eaomof.leiusts thddm fimhas not providedIbf its 

fixed aassts ont of hmf^sRa tads. 
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(c) The coneat fatio.of.ii nonully good but not if only «. H*” of 

•todc ot a.cnttomer oomtHute the.of working capital. 

(dl) There ia a.corrdadon between investment in fixed assets and 

(e) Debentures repayable within next 12 monthi in a .... liaUlhy. 

(f) Other things remaining the same, increase in the debt collection period 
is an • •••••oat sas sign. 

(g) With kn increased Stock Turnover ratio, there wfll be.ohange in 

debts collection pmiod. 

11. (a) If period of credit ia extended, what will be the effect on the curroit 

ratio 7 

(b) Will there be any change in the amount ot working capital, if the stock 
held for sales is reduced to 15 days from one month, goods being purchased m 
credit 7 


(e) If the amount of sinking fund for repayment of a liability is not iuvemed 
in earmarked securities, will it affect the amount of working capital 7 

* 

(d) Which ratio indicates over investment in plant 7 

12. How would the following effect ROI, current ra^o, capital turnover 
ratio and O.P. Ratio? 

(a) Increase in credit period allowed tocnatomen if they buy 10% mote 
than their previous purchases. 

(b) Stock accumulation in anticipation to a price rise of an important 
iem of raw material. 

(o) Issue of bonus shares in the ratio iff 1:2 to shareboldmrs. 

Some other mtloe 

While discutsiag the rate of return, we saw how this ratio oonid be belpfhl 
n determining the effldenoy of cartel employed, from the point of view of Che 
Bompany as a whole. The total long term hinds ot the company are usually provided 
>y diffitfent sources Le., equity share holders, preference share holdefs, debeninie* 
Mriders and suppliers ot long term loans. From their point of view, oertnin other 
ratios are very useftil. It is obvious that from the return that a company makes oq 
Is investment, interest sraald be paid to deaeiriiire holders and the snpptten of )0Qg* 
erm loans. Then, after dedootion of Inoome tax, dividends would be paid to the 
Neforeaoe sbare-h^ders. The lemnindor bdongs to the Mdinary shareholders. Let 
os mppose that a ownpany’s capital is u stirad below: 



Rs. 

8% Debmtans 

3,00,000 

9*S% Pnfteeaoe shans 

TfiOflM 

UMiOO Equity Shares of Rs. 30 eadi 

3j00fl00 

Rewrvwandsnipins 

Xfiojm 
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Let DS toxtha urome that tiie aet pr^t before payment irf i n te r eet and tax 
ie Ri. 2^000. Pint of all Re. 40.000 «iu have to be paid to the d^MiitiiRHklMddere. 
Out of remaining Ra. 1;60,000. Re. 80.000 will be paid at taxee (aMomhig that the tax 
rate is 50%). Another Rs. 19.000 will be paid to mference shareholders as ^vidmid 
and Rs. 61,000 will remain for the Equity shareholden. On the basis of fois di st r i- 
bntion the following ratios can be calculated. 

Cover Cer debeatore holdors aod otlmr aappHera of long term 
tmmm : The total profits before interest and tax were Rs. 2,00.000 against which the 
interest on debentures was Rs. 40,000. The following ratio will show how modi 
security is there for debenture holders. 


Income before interest 2,00,000 , , 

Interest charge “ 40.000 ■■^**™"* 

This ratio shows that even if the future profit before interest are l/5tb of the 
current years' profit, the company would be able to pay interest In other words, the 
interest payment to debenture holders is coverd 5 times by the net profit before 
interest for the year. Naturally, higher the cover the more secure the lenders would 
be. This ratio is also known as fixed charges cover. 

Cover for Prafaroaco a h araha ld a r a t After meeting the debentore interest 
•ad other fixed charges and taxadoo lialniitks. preference share-hcHders have to be 
paid their dividends. The profo availaUe for this purpose, would Rs. 80,000; the 
pfdlsTiiri shareholders are entttlad to Rs. 19,000. We ctn work out the cover fen 
p tc fer e o ce shareholders as below: 

Net Profit after interest and taxes but before equity dividend 
Preference -Oividenda 


80,000 


19,000 


~»4'2I timm 


The coyer for preference sbardiolders shows bow 
preference share holders are. 


ffividandsfor 


RaCara aa avraars 'a^ty ar ratara ea aqai^ ^ara h a l dara'ftiBda; 
After payment of interest, taxation uid preference dividend the remaining profits 
bdong to the equity shatehoMerfl. la our case the total fnnds belonging to the 
diaM hoMers ore Rs. 4,00/100 iRs. 3,00,000 being the share capital and Ra 1,00.000 
beiam tmervei tad surplos). Net (noflt after interest, taxation and preference divi* 
dean ie Ri. 61/XK): hence foe return on shareholders foods is 15.25%. The 
ntumshowfhow much is foe aet pcoOt earned per R«. 100 of equity sharehddet'e 
foads. 


13. Iafonnatk»iii|ivfaibdowfor two companies. Whtt may befoepro- 
brtle ouise'of a rise faretumoa equity capital emNPyed in B ceopnay whenfetnm 
«a totd capital R auu % for bdfo foe CQiapanlet 7 



Company 

Company 

Profit bdbre tax (30%) 

A 

B 

on Capfial Employed 

Return on Equity Capital 

15% 

15% 

on Capital Employed 

71%. 

10% 

14. Capital Structure of Ese. Ltd. is as follows: 


Equity Capital 


Rs. 5,00,000 

9% Debentures 


3,00,000 


(a) If the rate of retom, os capital employd is 2S% before tax, adiat win 
be the return on equity eiq>ital, if the rate of tax if 50% ? 


(b) If the rate of return on capital employed comes down to 6% before 
tax, what will be the rate of feturn on equity 7 

4 


pKsh Products Ltd. presents yon the following Balimoe Sheet 

as at 31st 

December, 1982. 




IMMHttes 

Rs. 

Asseti 

Rs. 

Equity Share Capital 

5,00,000 

Fixed Assets 

12,00,000 

4% Debentures 


Less: Depreciation 

3,00,000 

due for redemption on 


- 


31-12-73 

2,00,000 


9,00,000 

Reserve 

1,00,000 

Cash at Bank 

10,000 

Sundry Creditors 

3,50,000 

Stock 

1,30,000 

Profit A Lou A/c. 

50,000 

Debtors 

i,60fin 


12,00,000 


12,00,000 


M Work out conent ratio, (b) Is the ratio good 7 

IS. State whkh of the f<niowiag infloeoces the ratio of return on Equity 
Capital. 

0) Profitability. 

00 Oq^Oeaxtag. 

Pkwoswtfaaia: Ratio analysis yield be« remits if the fisloudif points am 
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0) Only the 6gan» irtiich have a mntneJ anwee and ellbet rdatkwddp 
■bonU be ooniidered. Rafio of nlee to ftied Meets is a OMltol one 
for it tdls os the ontpat (ia terms of sales) obtained fro&i the invest* 
ment of one rapee in fixed assets; the ratio of sdes to the womWi 
vahie of equity shares issued is quite mesnimless Ibr there k no 
relationship baween the two. 

(iO Ratios for diflerent year ahocdd be thbnlated in a tabular form. The ^ 
changes In ratios thM beooeae dgnifioant. 

OU) Eatih industry hM hs own torpioal ratios. For examine, pnbUe utility 
concerns may have a mudi aigher proportion of loans to total caiHtd 
employed than ordinary hdoetrial oonoema. Farther, even within an 
indnstn, concerns of a pattienlar size wfil displ^r ratioe of a differed 
order from that dbpiayM by concerns having a largsr or smelter s^ 
Tbaefore, a firm’s ratios shonU be oompared onty with the ratioB 
famished by the firms of about the same size in tiie same industry. 

* 

(iv) The pirtieular characteristics of the induitry shonld always be kept 
in mind while a firm is being studied. For instancy if an Indnstry is 
seasonal, ratios at a partioaiar point of time wilt alwayt differ from 
ratios at the end of toe year or thronghoat the year—the particular 
point of time of the study, therefore becomes important. 

(v) Ratios are at best only symptoms and, like the symptoms disidayed by 
a human body, may have their origte at a place different from vdiere 
the symptom appears. One may say that ratios indkate wbethM 
there is anything wrong and, if so, probably where; but it becomes 
the duty of the management to unearth the nnderlying causes. If a 
concern, in blindly following, say, marginal cost prindptes for quot¬ 
ing prio^ lossea money it is likely than that te working capital 
posmon will beoome bad. To titink tff the working cuital position 
only and to pump in more funds will only be a pallmve {It iMU 
leave the disease uncured even if the paiu subsides temporarily sinoe 
the real disease is the wrong pridng policy. 

(vO Last, but not the tesst, h should be reipembered that tha main objeo- 
tive of a firm should be to earn a satisfhctory ^fit and not to be 
able to display aooqitabte ratios. In othar umrds, a management 
■hodd be able to make decisions whidi would yidd food results but 
vdtioh may tiMW some ratioa out tempon^. Seme ooabema, 
towards tile does of the year, deliberatdy start Mngiaf down dodce 
of materials hi order to sbow a good (rather km) laventory tat|o fin 
relatioa to aaka of total assets) aad then veadUMOVUoaeoeMaijy 
to build op etodcsM otherwise prodttctkMi would be hindered. This 
nwof fbadsfor bnyiaga find aseet for ntitedniajopd buriuew 
oppmtmiity may be finowned upeu if always eadi wul to ha a oertaia 
psnaMapofeamoiliabflttissoroaiiSBk an iy, aiinaia 
Stem titeti to miM carii beeeeiei uaaridlibto Ibr uei^ irittli«a»aefviir 
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Um U athm tf Ibaht 'r-^R^dot, like rtetiirtct, have an air of preoUoa and 
flaaOlif about them which at timea may be misleading. It is, therefore, important to 
know some of the drawbacks from whkdi they suffer. 

(1) Ratio generaliy portary the relationship between two items in a statement 
ofacoount, or two statements (^account Bnt the relationship can bo 
fatferpreted oidy aAer studying the reahty behind the statements. FOr 
exampte, an increase in stock. In relation to sales, may be a good sign 
provided it is the result of an anticipated rise in demand; bnt ft 
would be otherwise if there has been a reoesssion in trade. On 
this account it is usually, difficult to interprete a ratio by mere 
reference to the statement of account from which it has bcM 

^ constructed- 

(2) A ratio, being an arithmetical statement of relationship between two 
variaU^ can be accurately imerpreted only if the effect of diange in 
prices, which may have taken place, it adjusted in values of both the 
variables. For example, when computing the ratio of sales to fixed assets, 
unless fixed assets are revalued at their replacement cost, it would give a 
ttfighter picture than that justified by the circumstances. 

(3) Ratios are as accurate as the accounts on the buis of which these are 
estaUished. Therefore, unless the accuracy of the accounts is established 
the ratios oalonlated therefrom would not be correct and the relatioiiships 
established on that basis would not be reaUsda 

niutMtiMB 

FeOowtnt dbs ratka relating to the trathng aetMtiee of National Tradera 
Ui. \— 

Debtmv' Velocity 3 months 

Stock Velocity 8 months 

Creditor^ Velocity 2 months 

Gross Prqfit Ratio 25 per cent 

Gross Pnfit for the year ended 3Jsl December 1981 amoimts to Rs. 4fi0,000. 
Ch^ Stock cft^ year is km, 10,060 ebore the opening stock. Bills reeehable amomt 
to Rs. 25 Mo and Bills paytMe to Rs. lOftOO. 

Fbidoiit: 

(a) Sales 

(b) Stmdry Debtors 

(e) dosing Stock and 

(d) Stmdry CredUmi, 



National Traders Ltd. 


(a) SaUa : 

O.P. Ratio 
ijrott iTont 
Sales 


Grow Profit 
Sale* 


Rt. 4.tX),000 


4.00.000 

25 


XlOO 


Rs. 16.00.000 


(b) Sundry Ddttors : 
Debtors’ Velocity 


D ebtors 

Sales 


- X12 


* 


’Debtors* Velocity of 3 months* presumably means that debtors are equal to 
I months* sale or 1/4 of the year’s sale. 



16.00,000 

Rs. 

Total Debtors 

4,00,000 

Bills Receivable 


25.000 

Sundry Debtors 


3,75,000 


(c) Closing Stock : 

s 

Stock Velocity 
Cost of Goods sold 

Average Stock 


Cost of Goods Sold 
“ Average Stock 

« Sales—G.P. 

- 16,00.000-4.00,000 
= 12 , 00,000 
12 , 00,000 
_ 12 


Total of Opening and 
Closing Stock 


« 8 , 00,000 


= 8,00,000X2 

- Rs. 16,00,000 

Closinf Stock is higher than Opening Stock by Rs. 10,000 

16,00.000-10,000 

-Rs. 7.95.000 


Opening Stock 




Heooe Qotiiig Stock 
(d) SWnd^ Creditor's : 


2 $ 


7.9S.000+10,000 or Rf. 8,03,000. 


Croditora* Velocity i.e.. 


Total Crediton . 

-snassi— 

2 month! 


PurcIuse*»Cost of goods sold+Closing stock—Opening stock for the year 
-12,00,000+8,05,000-7,95,000 

-12,10,000 

Total creditors are l/6th of the porchases for the year 
Hence total outstandinp — Rs. 2,01,667 
Less : Bills Payable — Rs. 10,000 


Sundry Creditors — Rs. 1,91,667 


nuleai : 

Yoo are siren the foDowing flgore: 

Current Ratio 2J 

Lkmidity Ratio 1.5 

Net working Capital Rs. 3,0(V00O 

Stock Turnover Ratio 6 

Rate of Orose Profit and Sales 20% 

turnover Ratio to Fixed Assets (net) 2 

Average ddit oollectioa period 2 moiRhs 

Fixed Assets to Net Worth 0.80 

Reserves and Sarpins to C^tal .30 


Draw up the Batance Shert of the oreiceni to which the flgntas relala. 



Bflliaoe Sheet of. 


Met. 



Rs. 


Share C^tal; 

5,00,000 

Fixed Assets cost? 6,00,000 

Reserves 4k Surplus 

2,50,000 

Lms: DepreciatMjn 7 

Long term Loans 
(balancing figure) 

1,50,000 

Current Assets : 

Currant Labilities 

2.00,000 

Stock ‘ 2.00.000 



Book Debts 

2,50,000 


Cash 

50,000 

11,00,000 


II/XMIOO 



Workioc Notes: 

(i) Curreat assets are 2.S times thecunent UaNljties;irciirreat H^Nlitits 
are “1”. oarrent assets are 2.5; the differenoe (workJqf it 

“l.S**. The net working capital is Rs. 3.00.000. Ther^ total earreat 
assets are: 


(il) 


3,00,000 x-~- or 
Liquid assets 

Current Lial^ties: 3,00,000x1/1.5 
Stock (Conaut assets 1cm liquid assets) 


Rs 

SiOMlOO 

3,00,000 

2,00,000 

2 / 10,000 


Stock Ttiraover Ratio bdng 6, the cost of sale will be Re, 12,00,000. 
The fixed assels turn-over ratio bdng 2, the fixed assets will be 
Rs. 6,00,000. 


Gross PR^t is 20% on sale or 25% on cost; hpnoe the amount is 25% 
of Rs. 12,00,000 or Rs. 3,00,000. ToUl sales will be 13,00,000 


Ov) Book ^bts equal 2 months sale;'beiice the amount will be Rs. 2,50,000; 
this leaves a cub balance of Rs. 50,000 i.e. Rs. 3,00,000 (total liquid 
assets)—Rs. 2,50,000. See (D above. 


(v) I^ed are 80% of net worth; henoe net worth is 6,00,000x-^^ or Rs. 
7.50,006. 

(vO Ifawe Reserves and Surplus an .5 of capital, they ate 1/3 of reserves 
flpeapital (or net worth). Hence 1/3 of Rs. 7,50/100 wiB be reserves 
ai ftt c remaiafaif aaouat of Rs. 5,00/100 cuflM. 


# 


• 'V 




For the eianpie w pif^ 5 dw impMteiit latioiis eie woAed bdow: 
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1. i.ii.iii.iT.T.Tfi 

2. ii 

3. il(OoQd«ffi iinijhioedif it b toompfetdly flctMooa UNt; InvMtiiiMitt 

U8 ndooed if ROI from istonud (qienitioiit hai to be oalculeteiO 

4. (•) Yet 

(b) ( 0 .(a),(U 0 . (T) 

. 5. 21% 

6. («) Chinte fat raw material prke » wfaboot a ootmpoitdfait change b 
taleprloet. 

(b) Change fat method of tahting doiiag itook, proportibnate overhead 
now indnded or exdnded. 

(o) Change in wage ratei withoot o w re epon ding dtange fat ei^ pnh 
dncd^ or eale prioei. 

(d) Change in demand eeanltlag in a lower peroentagei^ filed 

works ovettaead rale and a loww gross profit rate. 

7« Co. A—>its admlnistmtfam, selling and dbtribotion overhead are higher 

than diose of B. 

8. Margin on sales 12% tamovw of capital 1.2S times and rate of retorn 

15V. 

9. it UL V and vU 

la (a) Overtrading (b)cacrentUabaities,earreot assets (e) 2, huge, big, bulk 
(d) high (e) corrait (0 nnfkvparabie (g) no. 

11. (a) It will btorease 

(b) No. 

(o) jiM,lnoraiae 

(d) Fixed assets to long term ftmds and filed assets tnmovcr ratio. 

12. (a) ROInotaaoertsiaable; CarrsEl Ratio : increase; Capital Iwapyer 

ratio on the qpantam of increase tat credit perioo and the 

amoont of debtors O.P. Ratio; on change. 

(b) ROI : MU; Cvreiit Ralb : bereeae; Ca^ tornovw ralb : fU^ 
0.9*. latlot no dtange. 

<jb) NoeOeotonaagrofdieratbs. 
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umhMoP 

13, Comptny B bu • higber ^ 


♦hfn the rate of retura. 
14. (a) 17.30% 


(W 2.1%. 


Ufteta 


iiv ,v ,vi ,ifi ,K ,i .1 
ii .£ 
.£ 


oMfSpl vht»I(]m<jGhk # i|4rai^M!K8PflfWbooO) b 

. (Mlwuoles Mf 0 } «£(i eooilfiisqo Isaialni moil lOH li bsouboi sis 

16. U. 

Qidx Ratio Aitalysit 

1 Thefollowio|it4iU«tbf someratloi. 

two items wjroups of heos in floao^l ^ 

be comouted^M *»“ in the caee (rf the flrat ratio . _ 

ot sgnsns gnibaoqur^o s tuodiiw ^st^nq Isru^eoi yrsi ni ssnsriD (s^ 

r rr rn f ftiirti **^fciirreiit UaWHtka 

(0 Cqiren tRatio Cnrreot Auaia 

bfrsiiisvo wsnoinoqoiq Joots; ^igph gojulsv lo borilom ni ssnsilD (d) 

(ii) Cental Tnniover Kauo .bsbubxs io hsbulani woa 

K>iq isiliP ^^l^coq?-anoo iwodliw wtai sgsw oi agrtStO (a) 

(Iv) R.O.I. .JMiiq sit?, 10 Y^iviJOiib 

faaidlo fg>l iMlltB raft t <l1iPiafigiri r, ni goit’iiyti bn^crjsb ;)i a>{iudL> (b) 

(,i) wotkiSiffcgsia wttw”' • 

l&djiri 9U b M t ti Rva poiJiidhlilb bfis qjij'fo? nbf. .ti- A .tO 

(vii)IJFlaed AueU Turnover '** 

nmJsi lo slRa^e eomM 1 UiJiqsalo ismruJ oIm oo oigiuM 

(viii) Operatiiif Ratio 

(la) Inventory Turnover Ratio •' 

dt'id .sida^g|)da4e0^^6BatA*t6o .eaitilidBil insiiim it*) ^oibaimyO (e) 

.ofl oidBiu'jyalau (1) Jnsnoc- (»\ dgid’(b) 

( 3 d) O.P. Ratio . 

SBU^I'jni lliw )1 (s) .11 

(aiii) Loni-term Rctio 

2, Fill in the Wanks ;— 

(i) The product of Capital Tomover Ratio an4dMbff!M^ Sf**o ^ 

•'gif 

(iy) AithionpMitm rt i w tio n Itt ftW O ti i .rmw l 

;iwl : ctA T M »f> WMrii lSPI * 9 W ^il fc^ ;tL.l : lOH (d) 

(yO 0ioia profit ratio shews the d ia* w H^w»* >*i«R«»^ ^ 

3. ijlhkh of the following iliMiOMiitd^^ 

0) ^0jipisBlRatioshoiddilwi9sbu2; I. 


.£ 

,8 

‘ M 
01 





01) LiqikHty Ratio has to bo oatcolatad linec large aooofflolatiod of invento- 
riiawffiiMketh|,ipipfi|^^^]fa4e^^ . ^ 

(IH) Debt-aM^^ttolmiutalwayibel:!. 

(iv) ‘ A protii^'Idlifbt’Equity Ratio depeads upui may factotirinolwiing the 

ifV/ ^Mi ?>, 

FfaMft.iaiirts Mkdnlij a^iHiya be him Oiaa the loot te^ 

(vi) IT debeittare*holden*^ daiau\afe ooverad five times, the potitions is 

(WO If Net profit Ratio Is f0% and Oairital Tomoeer b 3* the R.O.I. w U be 
30%. 

(W3) Ifthe Chose Profit Ratio is 40% aod Net Proflt'Ratio it 10% ofBea, 

- .siwdatiaiitzat^ * settiag espemes ratio it 30%. 

(ii) If a cofflpaoyioereates Its crefit period, the workiog capital'tamoverwiD 
. impcoTC 

4. WUdi ratio will refiect the following symptoms ? 

(i) Low capaWty otilisation; (ii) Failing demand for the product in the 
Burkat: (iiO High administrative and other overheads;. (iv). Rorrowing for 
hoft-lerm arid iveeting in long term assets. (W) Inefficient coUoction of debtors; (viO 
■f fifr niir mterial eonsamption; (viii) Return on thare*holderi' fbnda being much 
liSm than tiie overall Return on Investment; (ix) Incresse in average credit to 
in view of failing demand; (i) Inventory accumulation in antioipa* 
ion of prioa lisa in Ibtnre. 

5. diva the most important ratio that would probably be used by each of' 

the Mtowing: '' 


(a) A long-term creditor interested in determining- whether his claim b 
ad^uat^ socorad. 

(b) A stockholder interested in bow waUbb company did last year. 

(e) A bank i n t eres t ed in lending on a 30 day l>as>^ 


a 

ISV 


(d) A bank interested in lending on a yeariy baab. 

(e) A long-term creditor interested in determining whether the'oompany 

win be aUe to meet their interest charges. 

(f) A creditor interest in evalnating m ana gem ent’s effectiveness. 

(g) A stodthelder interastad.ia deWdiag wbetiier he should bold or asll 

hia stopk-^ the current market pri^ 

Mtloa is civeii Wow for two companies. What may be the pio> 
of a risHn return on equity capital mployed In B ^paay 

rktum OB lofal capital is the same for bmh the cottpaabs t 

Company Cettptaj 

>« >« 



7. C^ifMi Strnetare of Bm. lAd. li H foOoiriD^ 

Bqoitir Cipital IU.5|0(MX)0 

9%MNiBtant m ifiOfiBO 

M IfthtnteefMtmoBOftptal efl^pkqrod li 25% befen tax litet 
wiB bo tho ntan oa oqtaty otatal. If tbe nta OT tax ii 5^ T 

(0 10% m 15% m 17% (hr) 19% 

(b) IftbifateoftaiimonflapitalMBpioyedooaMa dMm to «% wb4>> 
arlO bo ta* tate of Mtnm OB oqahar T 

0) (il) 4% fiio <% (iv) 8% 

8^ FNdi Frodaob Ltd. p n a w t i jroB the feBowtaf Balnea Shntaa at 31itt 
Dbeenbar, 1971. 


liiWHtka Re. Aaieta Ra. 

E<iaity Shan O^Ral SflOfiOO Fixed Aaaeta 13,00,000 

6%I>ebeatant Leaa: 

Doe for lad ea a p tloa -Dq^notatioo 3,00,000 

OB 3I•1^82 2.00,000 - 

' Reaema 1,00,000 9,0(VOOO 

Soodiy Credhoft 3,50,000 Caih at Bank 10,000 

Pnllt R Loai A/C SOfiCO Stock 140,000 

Defaton 1.60400 


1240400 


1240,000 


9. 


la 


(a) Work oat eureat ratfo. (b> Ii tba ratio good 7 
Which of thi Saaa^ rattoa of a ooiyugr^ w oaM yoo aifoat likely refer 


to la eodi of the foUowing iltaBtiOBa! 

(i) The oonpaay aika yoa to tdl ita prodveta OB eradit 

(ii) Yob are thtaUnf of lavaatiB( Ro. 25,000 la the ooiBpaay*a 
debeat u rea. 


% 


OU) Yoaan(hiiikiiigoflaaaBtlB|Ra. 25400lBtaaaoavaa(y1iahataai 

1. (a) A Sni’a aaiea Ra4J040a eoat of fooda 'add k Ra 3;40400 ^ 
aad tanuory ta Ra 90400^ k Ita loveBlocy taaow 7 

the Sim k 240-1, datarndn Ita cmnlkbflkiaa 

(e) Atttaekaeofpaar.o o^^ 
nd a^ o f< 





’ 1 (») totd mim otBtmmkMAJOOJOOO. IthMAicoMpnAt 
flMMm of 20 per OHM* tftiMOoavoojhMuaTenpD famatorj of iU 
30y00il ll^i■rn^ll>^l the jaieotoiy tatBOfwr. 

(0) A ooaipoBy IMS aaiavoDtocy of Rs l,MM)0Qbdebton of Rs 1.15,000 
•ad aa ioveatoiy toiaovor of 6 . Hib froM profit ourfio or ttw 
ii tOMroett,aiiditi orodR ioIm are 20 per oeat of the total aaka. 
CalWMa t ed tftp averape coUeetka period. (AMuoa a 360-day year) 

(e) A ooiapaoy-haa the ihaiehotdere* eqelM of Re 2,00,000. Total 
'aaiali are 60 per oeat of the iharalohdim'.eqiii^, with the aateta 
taraoterkA Ifthn nompany hai an luTfininry tnrnnvnr nf6. dntormlne 
the aaouat of iaveatoiy. 

S. (a) AOrmhaaoootof|oodaaoidofRa2,00.000,aaleaofRa2.5aOOO 
•ad aa aaaet toraover of 4* What ktherate^retaraoaaaaat? 

(b) A flna haa proAt before iatcreat aad taxea of Ra 80,000, iotereat 
oluuiea of Ra 8,000; taaea of Ra 30,000 loial ataeta of Ra 5,00,000 aad 
total UahiUtka Ra 3.0Q/)00 ? Wfiat ia to U) Ifitnra on eguity (iO iotereat 
' oomife? 


Auntm to Qtdx II. 


MaUo 

A 

B 

0) 

flaka 

Capital Bia^oyad 

00 

QolA Aaaata 

Cotreot Uabfllliaa 

OU) 

Pioft Uafoia intafok 

Kat eapital Bnployad 

(h) 

!}at PkoOt aad taiaa 

Sake 

w 

Salaa 

Comataaaeta aaiaaa 
CnrteDt Ikbitoka 

W 

lialaa 

Fiiedaaaeta 

m 

Operatfaif eoat 

Salea 

m 

Mea 

Stoekgooda 

OD 

Opanttag ooat'aiiBBa 
ooatofaiiterial 

Salaa 

(k) 

Qfoaa proOt 

Sdaa 

(so 

Loag farm loaaa 

Owaara* Aioda 


2. 0) ROL(i0NeraBato«toatod.(li0Ckpifid1towwtortto 1^ 
fbed Aaaeta Ttarnover (e) Nat CtoreDt aaaota (tO Coat of fooda aold. 

9. 00^0TX<td),maad(li)i 

A 0) Fhed aaNta tarooear ratio.'ODRaitoadioodatan^^^ 




mTBTiCS 

rint •-•AdflriHioaf 

»A«K«iIbilrCtet 

OKprtif —WwrPlHMti 
-OUPMtaBli 
•TMIVWli 









w (kbaabSai daiitw no)3Bl eoohav ad) ^pbtbuA no IV ^bujZ nl 
** nasd svBd noiJBioaiqabilo 

jtlunubsOM alaStw tqaaxa noitBiaoiqaoJo t)mtaMatuohDv aiuieam oj 9tdi2<oq Joa d 

~ -—r~1f*‘ninl|1iii<n 
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hSliitbPkporVloB Aadttiifrttevsilqwfklfln wlfcliUhMMA* mi 

rfdepwcirtfcmiMwebw d i iaM wl^ RiMg«l»bc<ttrtirtwl loMh bMfem 

m ■Ot pOMPII IP fBWW VSfIPQi PMOMOn PI OroiPOWItOll CI PIPI pnilB OIPM wBh 

liwtMWMttiMWofiiMMtbereiMfrtadM • pranikn' or porm m w ai^iaa t o ; 
w^dltMW iBOBiged Of lowwlBiiod. Ha^yHeatfflOflfo wbaairteof difowii 
110 % wMiftif pwftiaayttMi fai a w a Mk laeteBralaiief Of » aadkr MMtbefel 
pwwdodaodyooiiwoothoBfooayaeided. Ib entertkataodi a.podWoBaopai 
MiM^ilteadvteaMethotfMM of depcMtetten dioidd be periedloaqy w nd w w d 
fiAfiBoe to the p h yi l cri of anoto* 

laeieiroftheproejMo M fatheCeiBpwfai Act, 1956 wbteh teqahw ttl eo 
•TiMdaaNiiaBdfheaitntateortlieamoeitt pravidad for dopccemfcm fo be dl 
ahMad is flwBalaaee Sheet the praetteaiabdat adopted of rataadaa aaaaCa hi 1 
aoeeaMe ad their orUliBa} coat aad craditiaf dM proviiiott for depreiattloa to a aen 
me aocooat iaataed of la m anet aecoeal Aad whea aa aaa^ ia atdd or di 
oardad, dM ocifisal eoat appcariai la the aaaet aocooat and the total proviskni oak 
|br dmcciarioB tbercoo eiftdat ia the Pio*iih>o for Depredadoa Aoooont. are tran 
ftrredtoaHxcd AaaetDkposal Aoeonat '; the bblaoce in this acoonat wiil be t 
ntluaa dowd ealee of the aaaet at the date of ha aate or of dhctadlag* On aale, 
p rooee da are alao credited to the aame aceoimt The balance la the aooonnt, whk 
am be a imfit or a kiaa. la tranaferred to the ^ofit A Loea Accomit. Under 
lBeome<tax Aot Peetkai 32 (U (hi)] the loea oadiacardint a men of plant or aaaci 
oorp oaa onto be claimed fa the yoM it ia dbearded. Thnefore,-even if the aaaet 
aot told in tie pear it it dteouded. the k»a mnm be claimed bp eedmatfat the aote 
eahM. Acooirdfailp, it ia aeoataary that at aoon aa an item nf plaat and maohfaery 
dboardedj Ha Vitae ahoaM be traaafbrfod to a aeptiate aooonnt and oaleaa aol 
radneed to ha eatiawted aerap vahe. 

If the above method ia adopted, the bataaoea in varioua find aaaet aooooa 
mu ahvaya imreae a t the coat of the flaed aaacta actnalbr fa naeand the balance i 
the Proidm fw D^redadon Aoeoant the auregate amount of dqivedadon wiitti 
off on the different aaaeta up-todate.' 

If e th ei l i I bi ' pr e vidh i f Aepre ei a H en ; OeneraUp,ffleihoda'forproTidii 
depraatetten are baaed on fommtee. developed tm a study <ff the bdwvioor oft 
aamta oOer a peirod of peoia tot mdllp onmmtiof the amoont of depreciatk 
anflind bp dmront forma of a ieet i . Eaoi of the metboda, homever, woOld . 
aVi^ CRW after earaftdly oonaldec to g the nature of the aaaet and the oondhtei 
natiter mhteh it ia befag uaed. 


The turn moat ooauHm methods for providing depcedatioBi are tbeStraU 
Linehfefbod and the lednofag Balance Method. Tbo Straight Uaahtobodlat 
mote wdiabte aad aooarata lamhod to ad<^ in moat cases. The InoomBtaa Rule 
however , premribamRadnchu Balance Method eacept fa the caie of ihipe. 


Under tUiaNthod, anettnalamooih is vrritlen 
' 'teaeeelioaatoredaoetheeQd of thaaamt; 
dtenof. Itiitimsdmpie to m% and can . 

of Jaaaaa, pu t^ rt v aa 
adtftiona to it am gi 
dhioaa to 

uaidar thte arnttod, cap be t **Tiy*^** affih! 

‘ Tjj igUWi ‘ ” 


(DBMBBIfaeJfiabad: Uadi 
oaoh pamr dariK the worici%[ Ufa of fae 
Ml or to in braak*«m vahw at the oad di 

tof^aoearatoioaaitaiqmfaOyfatiteeaM < 
MPMOPiplUtlM SPflUlMfywilM 
« 'a£ diOncitfkMI OB tt 


oofMfahtis oad alao ia tho 
amanm.tlaaalo Horn 


- . • Ujdar,tt»i qwteiB. • tud pooMtai* «r 

''■I** <« UMt is written off eodi yetr so u to radnoe the asset to Ms 
tvnlss and small renewals bebf oharfedto 
TUi met hod is ootunonly used for plaiit, flstnr^ eto. Under thk matbod, 
* ohaiie flor depreciation deoreaaes Im year to Mar, so that Oe aarliar 
r to the beneit of die kter years. Also, nader ^ method, the eatne of 


tfaeaaannl 


method, 

I oaa never be oom p htaiy exth^lshed. irtibh is the ome wte r the 
meadoaadeariier after all the fautalfflMts have been written off. However, it is vary 
rim^ to operate. The other advaataie of this method is that the total diargeto 
leveimii in respect of depreciation and repdrs is imlfwm each year; in the earBer 
years whan die depredation is high repairs are negBtiUe; and as the repairs inoteaae 
the bntdea of depredation gets lesser and lessee; On the other hand, under the 
8trald>tUneMediod,thediMtefordepeedatieo is ooastant while reprdrs tend to 
taoresM with the Hfe of the asset Among the disadvaatapM of thb method is dm 
danger that too low a poroentage may be adopted as depreciation widi the lesak that 
over the life of the asset ftall depreciation may not be provided; also, if assets am 
gfonped: la soch a way that individual ateets are dU&cuit to idotify, die tesidne of an 
asset may lie in the asset aoocont even after the asset has bm scri m ped. The Imt 
me^iooed diflloaltl oonld be. however, overcome if a naat Register is 


It should be noted that the rate of depceciatian under dm Redndng Balance 
Method Is ron^y three times the rate under the Stia%ht Une Method ff dm Mb is 
10 years the ratemnder the former method will be 10% but nader the latter method 
will be about 30%. 


Qlsmcratleai: Afirm writesaff9S%oftbeoostoffflaoliinefy aoqaitedover 
a peiiod of 10 years by the straight line mediod. Fnn dmedation is written off even 
ifthemaebinoryisinnseforpart ofa year. On 31st Deoanber, 1966 dm original 
cost of maeUnery in tme was at follows: 


Porchased in 1967 or earlier Rs. 97/100 

M •* 1969 1,30,000 

* 1972 40/100 

On 30di Jane, 1977, a tnadiiae whidi had ooet Rs. 10X00 tat 1963 was dim 
posedofforRs.9POaadoo 30thSeptembsrnmadifamiiistaDed in 1972 at a eost 
of Rs. 20,^ was destroyed in no eccideat nod Rs. 11,100 were leeshred from the 
insnim in settlement of dm daim. On the seme date a new mrriiiae nesting 
Rs. 25/100 was installed. Write op the Maeblnery Aooomit for 1977. 


Dr. 

1977 Rs. 1977 


Cr. 


Jnn. 

Jasu 


1 ToBnIaabeJi/d S5/IS0 
30 ToPiofftRLM 

* A/b.-FMfft 400 
30 ToProfftRI^ 

3*300 

ToCMh 29/100 


13,690 


lane 24 By Cbsh 
Sept. 30Cash 
Dee. 31 By Depmeiodoa 
Dee. 31 ^ BoMMe e/d 




US%t> »|«tam9q b»xS » uilt nboU : WbiM ^lAxJuA (£) 

SB doe^ Bo n)}Jnw si iauu tdl lo buIbv gnid^iaimib 

iti *>WBd a, ttgigd sUw:>(i»; iUmS i<nB nutqai .slii baa aiit }b oulsv qu-iftnd 
(MnW nWnfinU .asitij/B lol baau {litocnmos ni bodiam sidT .ounsvst 

lo wIbit miEonifm aidi Dbou .os(A .giss< dibI sdi lo tdansd od) oi isBvs nn% 
'bodbm »i£r labou iMta oib si datrfw ,badsinxnt)x»Yl 3|!^q moo sd iovmi aso tsaai 
' Y^‘(A JPmlMitflB BCTnCMlliWtil Vi dC l■l^ll^j«ywth? lU djIb isiItbo b»aoB 

Into} 3dl >sdi St bodncn vLli )o 93bt0b<'bB i9flH sdT .»lfii9qo o} olqoiie 
isifm fitdlUMKlttiX Onrfxiu <ei <ni£qi)i b dtM fl MKb atq-jb lo ni orjoavai 

Momni iiiBqoi ads <B bo* •.. aldmdaaa »ic riniqai d^iri f. nuttsio^^qab adt osdw nssY 
adi ntrA®|wBliPlJW8*HIflFS»o aMsai bno rjtrtl <■)■*« tjiJbi )>tiqab lo nsbit>d odl' 
‘ ct b(i»i ^iibqat lOfiJfaaj&OOpwkMS^b 'lo^ ’it'brfa art} .bodtaM amJ jd'sibi}? 

Bill w byk^iy j^ tol^ bdtlo alH idi dtiw M’Bnaai 

litdi lltisn sax OJ^ noiJ£.^q}b st^lq' bi. > o lu .trib^u J t >vi I OO' lndt tjqnEb 
*tB sJsSSB It .oj's , bs'it^'-.ia ad K It yarn II •‘tijiioyi Hul lafdc aih <*1 adJOaMt 
Qslo atiDaprasIlU^njb'')} iNRftA9f4A^''n -i n oMMis ladi vla b d-n rti b^filmg 
Jsel saF faw^qtij' i. * lo^si adi "ii l n i/TiTrqTju jac.'fl idt ni nI y;: a tv^/i 

‘ Idu'io yj|i ^>I*'u lijrtoitiijtrt 

»jnm<« %a\ ^ub^Sf adi I'-fanu nti m »' 

M aid ^bu > 


' • :? 1 “>d ,„ijoris }l 

1 1 i yj'*)i} i*t bodliW 

‘Wdw ‘ 


Ui l.,o<<£ jd tTT^ 


i»vo baiiypc'it xiantrtsaio tu )-">> ini « ci! >i(> < .)• •» o’lw A o^bsTiSiiwlIl SS,050 


flsvs I'-, ii ac/iii.iJjiij^b !'. I b <'tj!* >'j.' .' "iis ^ili/fl.i65\ (Ji ■'> boHs^i 'T? 

j^ik«iiDPnik<>rR..4oa 

(c) Ai^,EVilM of tlM maehiiM (OQ l-l-TT) iMtaeff^Npa 30-9^ would be 
Z^^SOOl Depndetion for 19^ will be Ri. 1.900r^^^Efe^ k profit of 

sib 00'),«i «d Jiop bad daiUw aiit-f'uii. «. /'vt*' .sn.il da)£ tti) 

ffijb < P >p r <a ii lio Hb t> i <b i i ribwikll l l t ^ io wi f ri»». I.o bna b'H* .tH ict U biJK% 

jiii ftjftj ) j^asii i y}}. qqiy . b»'* )n>br»/ii m ii i I'l ih-jb n w 0t)i),')S 

guib *§i#™ MBS adt nO ni>' <'^' to '’a''islt»ir n , tIflJTnr 

MaolifaMVNM ta49MN \tl‘« (1,1 b'3I>J •' > )l.'' t M’UMn i-liW ottoy 3^ 

MMUiMiiutalledbl977 25,000-1^ 

.a 10 

tA 

or OC .Iq »2 

II^SlItaMtalinlnHItttUirotat. 



(ctsjncfouf) lecoasA mwJ A 

>: 11m MtdttMtf .AooMat «f A UCTfM 
1971 ippem mTI .iH 


\n’l 

»jear coded lUt DtcMte; 

—t»T 


Ri. 197t OJfJ vrl noiiaOTtqao 

20.190 B£Rdl By DeMMNj^ .a 

, JSJ *y rnSm, «i 


lU. 

2t019 

41,171 


43.190 




(i'jiijw ^ H 

12wt 3 ^ I: .'A 


197t ^ ^ nc in'Ci'l 

1 To BclaiKVdll^cin 
Dee. 31 Te^^d^brsoiiis&M 
TOt^SlI^qsb <.2MZ3 
-#iq n» b-tiivCfi 

Ki'i. fc 

Mediioeiy No. 1 (Poioliiifed oa 1*1-79' ^ - 

writtm dowo to ... ... 

Mochiiiery No. 2 (Porduied oa 1-1*75) Rs. 12.000 ' *' ’’ 

cRWwdowoto ... •.< i (•,, ..«». n t; ,> 7;2S8 

Mai(MMty>No, 3. (PcrduMed ool4?77). Ri %713. 

do^ed to ««4 i-iCAi ui V' t*p li I 3.342 

I . IJ. ) u *J . otjlij j Jill sviiU i ':■> < /> ..tV ,yj —— 

‘ttjo ' ■ T In* ./ V'.fi.'.rM '' 20tl90 

>« ■ . . —— 

On 31-12-78 machinery No. 4 «u paw l adc 4«M«»WiM||M»baaia.lU. S.000 
_j paid immediately and two further initauaentt Ri. S.00O were payahla oa 31*12-79 
and 31*12-80. The eaah tl83fiaaj^tao%aaiR|. aStMO.^' Maabiaeqr waa 
purdtoaed WtMdiadtWdit/WRfc^il<^lwihe^ di c Bi> ide j i«awM^^ 3 waa 
tifeaatavaliMorRs.fUI00. The balai^wd^p|i^|np^ 

At the end 1979 it waa deoidil that the method or depr^Moa whidh waa 
10 % 00 rediidag balance bithenwaUbaid be dianfed to 6% on taifinal coat wMh 
letrovecdve Jbotfrooi 1-W.jj, - 

Prepare Macbinciy Account fol'U979 and ahow the relevant flfnrea in the 
Rrofit and Loaa Account. 


Dr. 
1979 
Jan. 1 


To Bahnoe b/d 
To Pro&tALoaa A/e. 


A LTD. 

MaaMnary Aoeownt 

i»' J-rOj. 

Ra. 1979 

j|l,l71 Dec. 31 Bf Depreeiatieo 


) n iO 


992 


laikTsi 

It'Kd 


** Bank (inatalment 
on Madiiaery No^ 
dleaaintereat) iflOOt iy . 

** Profit ft Lon AAur I'V i 

taeeai dtondB* 

t To^ , So5» 

1 '*i 1 iM Jt ijiqt') iiJVi rtit, .w i) i 

Am. 1 To bala^oebld. 


B^eec/d 


Or. 

Ra. 

3.930 

46.630 


V t ! 


IVital 


90^360 


rX ?K.S' ‘f 

46.630 



reoRcRi 

44 

• ^ 

' ' ' / 

t 

eet^nenn..) 

' 

To MaeUnety A/e— 
depcoefanion fisr dw 

Re. 

By Mecftfneiy A/o 

Prafitonnleaf 


3,930 

— T 

992 

" blaceat Aooonnt 


'* IfacUneiyA/d 


(H. P. tranaaodona) 

12)00 

provMinpfO* 

437 


TbmhMbMO AfiteateiitteiMaedof dtpicoiailQa. TtMtiBoat 

MWMtfiaf 10 Urn pwto a mibod wonM bmw bMB 


fftmx 

O On 3lit DeoHttber. 1971 die book fifimt of Mochiaeiy No. 3 would be 
lU. 3^008 i.e. Re. 3^42 leee Re; 334 (10% depneietioa). The vehie put 
on It on etdiengB wUi nediiaefy No. S beiu te. 4jOOOybe profit of 
Re. 991 dumid bnve been taken into aooonnt on 31>12*7t. The bdanoe in 
the hfaddiieqr Aooonnt ahoold* 4huefore. have bean Ra. 42,143. La., 
Re. 41,171 piM Re. 992. The entry for profit, howefur, would have to be 
now paeee^ on lanuaiy 1,1979. 

(H) Total dopnoiation that ehonld havoLbeen Wfinna of till 3M2>78Ad%of 
orlftnal eoat with ettMt from H*72 ie Re. I(M40 ae dMwn bdpw: 

Ma^inory No. 1 Re. 1,010 on Re. 18,000) le. 

fbr7yean 7,5fi0 

MeeWneiy No. 2 Re. 720 (6% on Ri. 12,000) 

for 4 yean 2,180 

10^440 

Oil) Total aoMunt of d^redation already written off ia Re. 14,137, ae ehown 
below 

Depreciation till Depcaoiatioofor 


M*1978 1978 Total 

Re. Re. 

Ne.1 8,440 (Re. 18i000-9,9d(9 956 9 ^ 

No. 2 4,712 (Re. 12/10O>7,288) 729 9,441 


Total 14,837 

CHr) The aeaennt to be written bank ae ewaae dcpceciatien akcadly prorided Her 
ieRe.4il97.iA.|U.14^1ieeRe. )0l44a 
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<v) Thedepf«dirtloa to ba piovkled fbr,1979 k: 




Ra. 

MaehiiW(yNo.l 6% on Ra. 18,000 


I,M0 

„ No.2 6% on Ra. 12,000 


720 

„ No. 4 6% on Ra. 13,500 


•10 

» No.5 d%onRa. 22,000 



- 

Total 

"755 


(vO Total ucouit payaUfl in respeot ofmndiinay No. 4ii Rt. ISiOOO. Theoab 
prioe baiai Ri. 13,500, total interat ii Ra. 1,500. lie UBoant oatataadiag 
in 1979 iHu. 10,000 and that for 1980 iraold be Ra. 5,000. ThanAwe 
interaat for 1979 ia Ra. l/)00b i.e., Ra. 1»SOO divided between 1979 and IMO 
in the ratio of Ra. 10,000 : 5,000. 


Method?^ 


Sim Digtu U»iM : It b a variatkn of the "Radaotnt Balaaee 
'. In tbia oaaa the aonnal defneeiation b cakabted by nahMdag the 
original ooat of the aaaab leaaitaearimatedaenpvahM b9 the morion i 
by: ■ 



Snppoae the eatfanated lift of an aaaeta b 10 yeaw the total aO'the dbba 
ftoffl 1 to 10 b 55, Le., lO+O+S+l+d+S+d+S+Z^-l* or by rile focmnla: 

' ' a (y-1) ^ 1 0x11 


The depieoiarioa to be written (dr in tile lint year win be 10/53 of tin ooat bf 
the aaaeta baa eadinatedaonqi) value: and the depreoMon for the aoooad year wfll be, 
9/55 ooat of the aaaab baa catbutad aerqi Vahie and ao on. 

The method b not yet tavogae inlndia: aadkbadvaala|oa anddhadvaa* 
tagea are theaaoie aa thole of tiw 

IkhMNott: When in aa eeaiafaiatirta tin ddlee of adtftien toaaaebaae 

& It b to be aawared that decweim l onbto.be provided on the additiona on ttaee 
OeoaataMliy, the rale bpvenwUiont the wordd "par annnm", inbhhbeeee 
tte dab of addition b iauMbriaL Whaw no addbiofe are givoo bat it b obrione. 
tbmde|iceebtienahoaidbeoatfietiaMbe8ia,anaveTafedate, halfway throntfitiie 
period, aboald be tmba. 

(«i)ieaa/ty MiM D^ndatbn : Thb b tiie metiwd of depnoiarion addeh 
aleetahee into aoeonatthe abme m ofiatenat on enpltalomby and'aeaka to wrib 
offthevaloeof tbeaaaet, aawallaa theiatanit eoBt,overthe Iftofthoaaaat It 
aanMNatiimthe amonat bidoatia aeqairiag the aaeat, if iaveebd, womd have 
earned fabenot whbb watt be-reckoned u part ofOe coat of the aaeetnnirin 
boriaoee. Uotbr ttb method, tbat the rab of tatereet to be ehaned on the aaeat and 
Oe period gfba lift are aet ri ed. On tiw baab^tiw amonat of dapwebdon lo bo 


aMotOy movUM is th* Moomti la Moartainad ftom tha AiHHiity lUilaa. Ha 
amowrt Aouldbe laifa eaottgktKMftWBi«a4a!iN*liMj4MRiaAad^^ 
Atflayas waOaapartoftbaoqtkal aiimata rate that the whirieortba oapwsma 
iotareat aoeniiiif thafeoaoMfOdjihaMtteib ^ theaaiet. 

tteaiaoiiu writtaaoffa^m&'l^Si||^pMjhMiiKlH%B etriieryeara 
inaleroalyatmaBtaakoarW^'^lfl&^tu^^writttBoff. Ttopropor* 
«maed anth die paaaafd’MBrain*^ ^raiotf ia cauneady adtable for 
off tha aaiAala paid finr {iW0^naiilnv^|di lenHdly invdve a oondderaUa 
oaday. Oa the other hand, It hoot pnetinble to adopt this method for 
nlT i1iinyi|llnii mi plant and -maebincry on account of frequent c^ngea ia 
of ao» aa aaaet udiioh arootd neceaaitate the reealculation <k the amount of 

of Afy««4 

leave ia the ooneern itaelf the amount of d^reciatioo aet apart aonnaMy. for it may 
tlTilail aoc be kvailabla ia the forn ¥ readily ttaliaable aaaeta at the time k ia 
liqnltad. To aafegaard thia podtioo, the ammtnt annually provided fm depreoiatioa 
hipyhe plaeed tothe credkofthe Sinkinf Fuad Accounitt and at die aametime 
aaequivaleat amaiuk majr be inveated in government aeoarldea and debited to 
Stalaag Fond Inveatment Account Intereat on government aeeurkiea, when recei- 
twd, >UKnild be radaveated and the amouat there^ credited to the Siydng Fuad 
Aooonat The amonat of aannat proviaion for depredadon |n each a caae ia 
ealealated on taking Intoaoooiutf the intereat that amounu annnaBy inveated ahall 
Jbg earning over die period tbeae wOi remain inveated. When the aaaet ia due for 
Mjdnoemeat the aoenridee are lold and the new aaaet ia porchaaed with the prooeeds 
efiAeir aa|» The hook valoe of the oU aaaet, at the time, ia ttanaferred tothe 
Hokkig Fui^ Aeoonat. Any amonat realiaed on aale of tne old aaaet aa wed as the 
iMOftt or loaa oa tale of aeeuridea alao ia truiaferred to the Sinking Fund Aooount and 
k b doled off by tranafer of by baltaee to the Profit ft Lou Aooount 


a * He aaMoat to be aet UM aottaally by way of depreeiadon ia aaoertained 
intoa Sinking Fond Tabtea. Hey readily ihow the amonnt which mnit be inveated 
Md^ year to aoeomalate to Re. 1 at a given rate of intereat within the stated perioit 

Iftheooatofr^daeement in aaaet ii eadmatadto exeeed iti origlnei cost 

B ey of the management btbat tbeume should be met without raising 
amonat set i^rt annually should besneh at on inveatment 
Bo t ij HU et would idM the required sum at the end of the peiiod. The 
' Ibr the rqdacMMnt of the aaaet over and above the normal 
J4StldiB^*dn the hdds of the original ooaS ia suoh a ease, wonM be an 
nWpMitiwfaidiibodd'heeredkedtoa Plant Rehabilitation Reserve, 
•ad sot to the Sinking Fund. 

doljfw 0 
whwo 



rlJB'i* 





iBordir^ tlwdebit balance lodie PoDoy Acoonat may tni^{ 
dweadofeacfcyeaitlwainoq|UtaltiliaiMjW |Bll> iHpipany wonid pay if the poUcgr 
wm to be dboo atiao ed, the boanoe in tnerOH^ Recount it lome tioMi adjnrted at 
Upend of each year to make HdWIfeapoqdSto die nirteader value of the poll 

nm^fKMntheiiramBe ooa^Muiy.anyb^aceinthe P«diw Account, whether 
weih or c re dit , is tranfened to the Sinl3lii~Tund Account See illnitration on p. 
2n Advanced Aeoonnti by SraMK ft OrewaL 

. b\d mokU 8 yQ .nut 





ylul 


L''> oT 


It 130 



1976*Z biUaited pnidiaeed the kaao of aome property for 
tBJ 10,000^ dicrdkaak^viag three yeara to run. Z Limited decided to aet up a 
■inyiig (had ideolgatflito ^amoi^|a Ka. 10,000 by 31st December, 1978, at wUdi 

The.amkinf fb^ wutobe credited (or detdted) with 
an'annoiu^^uwiftbjOlrem pn^ the interest oathe investments, and anyproOts 
a) lUnir iURtk teaUjudion of the linking fund investments. The unking 
_i to be rd^weaented l» spedfle investments, and any sums made available to 
thtg fbnd were to be immediatdy-hHNsted, etoeitt at the tenolnation of the 

0.V d 

Daring the three years the ftdbi^^transa^na took place: 

Investmentii^lddi originany costgftf 1,800 were told 
|ir|^il,900andtheproceedsof tale were re-invested. ■ 

A co ntrl bO^feh-ftom profits of Rif'fi9kX)''was madK 
interest tm inveataieiitsofc'AikidfiQidBBA reodved and 
these two amounts were inveated. 


‘r 'n YiiJ 

0097 13th M|y . o.a 

O >* T 

o:.v.s .V A, 


<J>3l9dt.hlay InvestmetnaiflM originally cost-Rs. 2,100 were add at 

a profit of Saiu20(L and die proceeds of sale were 
, leinvetted. 

•ilruocop o*J isdio irtt 57 fi 73 ’<i bVoiI? /•Jnsuutt j.iT • e:oV' linr.lpT 

3lat December • Interest on mvestmeots of Rs. 480 was recdved whidi wae 

not invested. All eahting sinking ftmd lavw WMW r li Bu 
bV:d- 3 <jia yd h!>r.AO piiomiaeU(ift 

amoant reqinred to make up ine unkma to( LA p 
Y./V/ ^ - > Re-was made, and this amount was nm mveml 

0f)0/> P« ''’''l-»miS%«l&dwasclearWS. T'*aAC>l*‘(i) 

1979 lU. lOlOOO' hiiykft^f^ieM the kata 
000,00,1 zSioUrot C-SlMbaflidlMdftriodorillRflf^^ (iii) 

in tti38iaWH»Bd|l^ : 


.ye 

.ivdmcoMPM, 

« 


&fcoi POO , tap fi ni bavfo.'/n pp.w "RATE OAOR** 

“9sp stBvr misli ytnttuwol .moI letoj a smsoed boa 
•dTPI .yiBvnsl riJ8'‘ no bsvisoOT raw doidw ZWI 
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1976 


Rs. 

1976 


Ra. 

Dao. 31 

To Balaaaeo/d 

3,200 

Deo. 31 

By ProBt k 

Lorn A/e 

3,200 

1977 



1977 



Daa 31 

To Balanoee/d 

6,660 

Jan. 

By Balaaoab/d 

3,200 




July 






13 

« SJ^. bfeatment 






A/o. Profit 

100 




Dee. 

M Ittasaston 





31 

SJF. laaestinent 
n PraftRLoas 

160 





A/c 

3,200 



6.660 


■ 

6^ 

197t 



1978 

1 


Dae. 31 

To Inraatmeat 


W 1 

By Balanoe h/d 

6,660 


A/a. Lotsoo 


May 9 

" Inveitinmit 



aala 

260 


A/o. Profit 

200 




Deo. 31 

" Interest oa 



" Lease 

10,000 


S.F. Inycstmeot 

480 


Aooooat transfer 



" PtoftRloss 






JkIC. 

2,920 



10,260 



1(U60 


TMocUU Note: Hm •todoats (hoidd pnpue the otber two aooomiti. 


The tbDoidiif are the details of the motor tnwb owned by Bliie>Bird 
Guitan:- 


0) "ROAD STAR** 

00 "ROAD KINO" 
OU) "ROADMASTBR” 
Ov) "ROAD TIGER" 


...Porohased on 4<1'I973 for Rt. 70;000 
...Purabaaed on 10^1974 for Rs. M^OOO 
M.PorAascd cm 8•2•1976 for Ra. l,OQiOOO 
M.pBrdMaed cm 14<4«1978 te Rs. l.KMXW. 


*ltOAD8TAR" was Umohod in a lerioiis road aoNdant oa Idlh Map, 1975 
OMae a total lorn. Immaw ehdai was letttod at Rt. 5IMI00 on 50lh Daeamber, 
1975 whiah ana fMahad on 2ttfaJa»Mi7,1976. . 
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Depreeiitton at 30% has been charged up to 31st December. 19'id -n 
"Redodtig Balance Method”. It is a practice to diarge full year's depreciation on 
addition msde on any day daring the year and no depreciation is charged at all on 
any truck sold or diaoaided in the year of aato or discardment. Accounts are closed to 
3ltt December eadi year.' 

It U dcdded to the basis of charging depredation siuoe the very 

ineeption to **Piaed Inetahaeat Method" and to make consequential adjustment on 
1st January, 1977. 

I 

Show the Motor Trucks Accounts unce beginning up to 1st January, 1977. 
Though working should be shown. 



Trucks Account 



Rs. 


Rs. 

1973 


1973 


Jan. 4 To Bank (Road 

70,000 

Dec. 31 By Deprecia* 


star) 


tion A/6 

21,000 



Deo. 31 By Balance c/d 

49.000 


70,000 


70,000 

1974 


1974 


Jan. 1 To Balance b/d 

49,0C0 

Dec. 31 By Depredation 

38,700 

June 10 To Bank (Road 


" By Balance o'd 

90,300 

King) 

80,000 




),39,OCO 


1,29,000 

1975 


1975 


Jan. 1 To Balance b/d 

90,300 

May 16 By Insurance Claim 

30,000 



By ProStftLoss 

4,300 



" Depreciation 

16,800 



(on Rs. S6,00O @ 



30%) 




’’ Balance q/d 

39.200 


90,300 


90,300 

1976 


1976 


Jan. 1 To Balance b/d 

39,200 

Dec. By Depredation 

74,760 

8 To Bank (Road 


” Balance c/d 

1,74,440 

Master) 

1,00,000 



Sept 16 To Bank (Road 




Tifer) 

1,10,000 




2.49.200 


2,49,200 



Ri. 

1 , 74 ^ 


19.440 


19^7 

Jao. 1 To Balance b/d 


1.74,440 


1977 

Jaa. ,1 By Fn^t A Lo$$ AJe 
' (Extra depredation 
on change in method . 

** Balance cji 1,55.000 

1,74,440 


*The written down value of Road Star on Jaa. 1, 1975 wax Rs. 34,300 i.e., 
Ra. 70,000 less Rs. 21,000 depereciation for 1973 and Rs. 14,700 for 1974. 


Nott : Written down value of Trucks in use on 1st January : 


Dele of Purchase 

Cost 

Depreciation on 
straight line method 

W.D.V. 


Rs. 

Rs. 

Rs. 

10^74 Road King 

toyooo 

72,000 

8.000 

8-2-76 Road Master 

ijoouooo 

30,000 

70.000 

16-9-76 Road Tiger 

i.idiflao 

33,000 

77,000 


2.90,000 


1,55,003 


It is assumed that the rate of depreciation remaiiu unchanged at 30^ 

(7) MaehlM Mow Svotom : Where it is praotkable to keep a record of the 
actual rumting hours of each machinr. depreciation calculated on the Irnsis of hours 
that a madiine is worked is proyidad la the aoconnts. The rnacUne hour rate of 
depredation b calculated by eatimatiag Oe total number of hours that a marine 
wowd work during its whole life and the amount for wUcb it would sell at the end 
of its uattTul 'life. 

Such a method is suitable only for an expensive auchine, having a limited 
IUId, so that it may be possible to allocate its cost more leiantiflrally, not on the baaie 
of ^ys or months during whidi it is kept ready for use hist according to the tbse it 
is nct^y used. The hourly rate of depreeUtioa, however, may have to he varied 
ftoM time to time on a eondderation of the duumae hi tte eooaoinie and techaeloth 
cal ceaditkms whtdi might take place to ensure uat the amount provided for depre* 
datioa corresponds to that considered approprialeia die dmaged drenmsduioea. It 
would be observed that the method is otily a i%ht variation of the Straight Line 
Mdhod, nndm which dqndatioa is oa l wda te d for a year; nnder tUa method h ia 
caknlated for each hour the machine worka. 

CO Dofiotkm Mttkoi : Thia method b used ia oaae of ninea. quarriaiL ebb 
eottMlifogealy a certain quantity of product. The depiechiriob rataboainiiated 
hp dMigthe eoat of tha aasd by the eatteated qnafohy oT podnst Unlylo 
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be avadeble. Anaiul depredatioa .wiU be tltf quantity extracted muttiplied 
by the rale per imit See illuitratioa on pp. 712 of Accountancy by W. Pickles. 

B«>palr* Previaloa hledMd: 

The Institute of cost and Management Accountants of England A Wales 
dcAnca this metiiod at tdlowt: **The method of proving for the aggregate of 
depreciatioa and maintenaoee cost by means of periodic charges each if which is a 
constant propordon if the aggr^ate of the cost of asset depreciated and expected 
maintenance cost during its life”. If means that to the cost of asset Oess its eaaaated 
secu> value), the amount expected to be spent on its repairs soul matetenaace dvoogh 
out ks life should be added and the sum then divided Iqr its estiaMtedMfe* Suppaasaa 
asset costa Ra. 6(^000 and has an es tima t ed scrap valae of Rs. dyOOO: R is Tftftirif 
that its life in ISyearsdningwhkhperiodasDmof IU.3(MI00iBikstytobaaMatoa 
its repairs and maintenance. The total amount to ha wiMsa off is Rs. 84,000 Le, 
Rs. d^OO-Rs. 6.000+Ra. 30,00a Divided 15 *e aaionnt te Rs. 5,600. If this is 
deUted to the Profit A Lose Account each year, both depreciation and repairs will be 
taken cate of. Of the amount Rs. 2/100 should be credited to Repairs Provision 
Account. Le. 30,000-r 1S, and the balance Rs. MOO credited to Depremation provision 
Account. Actual repairs will have to be debited to the Repairs Provision Account 
and not to the Profit and Loss Account. 

Deproelatlou on Replacement Cost: 

There is an important question as to whether depredation should be charged 
on the basis of hislrrii^ (actual) cost or on repboement cost, that is the amount 
req uir ed to replace the asset by a new one. Since one of the important fimctlon if 
die depreciation is to collect finds for repfawemoit of the asset concerned, it would be 
logbelto charge depredation on replacement cost Suppose a machine costing 
Rs. 1/10,000 Is depreciated on historical cost At the end of its life Rs. 1,0(L000 
wmild be collected but if it now costs Rs. 1.50,000 to pnrdisse the new madiine. 
It wiO not be possible to replace it by the eocnmnlated flinds. It would have been 
betto to diarge depredatkm on the basis if rsidaoement cost For discussion on 
diffiooltiee in adopting this oonise please refer Advanced Accounts by Prof. Sbnkla. 
A Orewal Page 219 (X Editioa). 

For a (Usoussion of depreciation on replacement cost basis see p. 219 of 
Advance Acoouits by ShnUa A Orewal. 

SBLP-EaCAlfflNATiON QjDWIlONS 

These qnestkHtt are intended to enable the student to test Us knowledge 
befioie proeeedteg to answer tiu test paper. The answers to these qaestkws are not 
leqnired to be w ri tt e n out or to be ssdNaitted for evnlaatioa. 

1. A oMimuy. doses its books ends ysar on 31st DseeBbar, brought 
on 1st Jaanaiy, 19^asscondhud ssacUaefor Rs.23/100 udqpMt 
Rs. 2/100 on ila ovsrwNd. Ths expected lifb is 5 yssri 2/100 hours 
eadi. During 1970aad 1971 ft worked for l.500and l.mhon»rcs- 
psethdly. Csionlato dwsi o un t of tfmdepraddion for tbs two years 
wdsriMtlispoMiblsmBtho d ilttclncoas u g Rdssfssss il bs dObTu 
dmrslscfdtprsdiitolbrti wi c lrfie ccncetne^. 

I 
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2. A miae expected to contain 1,00,000 tonnes of minerals was leased at a 
cost of Rs. 15,00,000 and was expected to be worked for 10 years. 
During the first year production was 6,000 tonnes. State the amount of 
the depreciation under three methods of depreciation. 

3. A machine was bought ou 1st July, 1969 for Rs. 50|000 ; depreciation is 
provided on written down basis at 20% p.a. It was discarded on 1st 
October, 19^1 nnd sold for Rs. 26,000. Accounts are dosed each year 
on 31st December. Prepare the necessary accounts. 

4. The Depreciation Fund in respect of machinery ot A Ltd. stood at 

1,20,000 on 1st January, 1971 and was invested at par in government 
securities producing SJ* p4i. The cost of the machinery was Rm. 2,50,000; 
the amount of depreciaton was Rs. 25/X)0. 

On 31d December, >971 the machinery was replaced by a new one 
costing Ra. 4,10,000 some parts of the old madiinery were taken by the 
supplier fbc iU. 10,000 and the rematning portion was disposed of for 
Rs. 1,10,000; investmentt were realised at 94. Prepare the necessary 
ledger aooonnt 

5. Point out which of the statements given below are incorrect. 

(i) Depreciation generates funds. 

(ii) Depreciation amortises the cost over the life of the asset. 

(di) A company need not, if it so wishes provide depreciation on lease* 
bolds. 

(iv) Depreciation cannot be provided in case of a loa. 

(v) An example of a provisioa is that for Capital Redemption or Divi¬ 
dend Equalisation Reserve. 

(vi) Cost means materials plus labour. 

(vi) Turnover of fixed assets means the number of times fixed assets ate 
sold. 

(viii) 100 minus the net margin on sales (oipwed as a percentage) is 
the operating ratio. 

(ix) Higher the ratio cS book debts to sales, the better it is. 

(x) Higher the ratio of sales to fixed asKts, the better it is. 

1. Straight Line basis Rs. 5,000 ft Rs. 5,000 

Diminiabiag Value Basis Rs. 10,000 ft Ra 6,000 
Sam of Digits Mediod Rs. 8,333 ft Rs. 6fiSI 
iladiiae Hour Rate Rs. 3,750lft Rs. 4,500 

r Strain Line Basis Rs. 1.50,000 

•am of Digits Method Rs. 2,72,727 

Dafledon Method Ra. 90;OQO 
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3. Lon Ri. 4,600. 

4. Lou Rt. 6,800. 

5. (i). (iv), (vX 

EXPOSURE DRAFT-6 APPENDIX A 

PropoMd ttetonmt 
DEPRECUATION ACXX>UNTlNO 

The r<41owiiig u the text of Exposure Draft-6 iuued the Acooanting 
Standards Board of the Institute of Chartered Accounts of India on "Depreciation 
Accounting". The Standard deals with the accounting for d^reciation and the 
disclosure requirements in connection therewith. 

In the initial years, this accounting standard will be recommendatory in 
character. During this period, this standard is recommended for use by »^F"panifi 
listed on a recognised stock exchange and other large commercial, industrial and 
business enterprises in the public and private sectors. 

This Exposure Draft is published for comments by members and othert 
interested in the subject. . The comments, in duplicate, on this Draft may be sent to 
the Institute's oflSce not later than ISth June, 1982. 

INTRODUCTION 

1. This statement deals with depreciation accounting and iq>plie8 to all 
depreciable assets, except the followjng items to ivhich special co^derations apply 

(a) forests, plantations and similar regenerative natural resources; 

(b) expenditure on the eiploratimif for and extraction of mineri^ ofis, 
natural gu and similar non-regenerative resources; 

(c) expenditure on research and development; 

(d) goodwill; 

(e) unless it has a limited uMftil life for the enterprise. 

2. Different policies for dcmreciathMi are adopted hy diflbreot 

enterprises. Disclosure of aopountint poUdes for depieciatioa followed by an eoter>' 
prise is necessary to appreciate the view presented in the finaocfal statements of 
enterprise. 

DEFlNirroNS 

3. ‘Depreciatioii* is a measure of the wearing out. consumption or other kM 
value of a depredable asset arising from use. effluxion of time or obsoleaoenoo 

thra^ tednology and market dtanges. Depredation is allocated to as to diatge a 
fair proportion in each accounting period dnrmg the expected nsefnl life of the aamt 
Depredation amortisadon <ff assets whose nseftil Ufe it predetemiined and 

deletion of was^ asMto. 
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4. *Depreciable’ aueU’ are aoeti which 

(a) are expected to be ueed during more than one accounting period; 

(b) have a limited useful life; and 

(c) are held by an enterpriae for use in the i^oduction or supply of goods 
and services, for rental to others, or for administrative purposes and ; 
not for purpose of sale In the ordinary courae of business. 

5. 'Useful life* is either (a) the period over which a depreciable asset is 
expected to be u^ by the enterprise; or (b) the number of production or similar units 
expected to be ob^ned from the asset by the enterprise. 

6. 'Depreciable amount' of a depreciable asset is its historical cost, or other 
amount substituted for historical cost* in the financial statements, less the estimated 
residual value. 


EXPLANATION 

7. Depreciation has a significant effect in determining and presenting the 
financial position and results of operations of an enterprise. Depredation is charged 
in each accounting period by reference to the extent of the depreciable amount, 
irrespective of an increase in the market vdue of the assets. 

8. Assessment of depreciation and the amount to be charged in respect 
thereof in an accounting peritra are usually tmsed on the following three factors : 

(i) Original cost or other amount substituted for the historical cost of 
the depreciable asset when the asset has been revalued: 

(ii) Expected useful life of depreciable assets; and 

(iii) Estimated residual value of depreciable assets. 

9. Original cost of a depredable asset represents the historical cost i.e. 
money outlay or its equivalent in connection with its acquisition, installation and 
oommissioning as well as that for additions to or improvement the^f. The histori¬ 
cal cost of a d^redable asset may undergo a change due to additicmal long term 
liability on account to exchange fluctuations or price esoalatioos or inenasein 
duties. 


* StaadaidsBoard Oe lotdluto of Chattaied Aocountiiw ot 

}. TMs tUtsmsat does not deal whh die treatment of the nvafaisthm d ifl We i ice ithich 

uwy atiss wbm Nsfpriqd yoflp sabetftnied l9 levglmth^ 
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10. The oMftil life of a depreciable auet ia 

0) preHletermined by legal or contractual limits, such as the expire dates 
of related leases; 

(ii) directly governed by extraction or consumption; 

(iii) dependent on the extent of nse and physioal deterioration on account 
of wear and tear which again depends on operational factors, such 
as, the number of shifts for which the asset is to be used, repair and 
maintenance policy of the enterprise etc; and 

(iv) reduced by obsoksoence arising from 

(a) technological changes; 

(b) improvement in prdouction methods; 

(c) change in market demand for the product or service output of 
the asset: or 

(d) legal or other restrictions. 

11. Determination of the useftil life a depreciaUe asset is a matter of 
itioMtion and is normally based on various factors including experience with similar 
rpes of assets. *'i 0 h estimation is more difBcuH for an asset using new technology 
r used in the production of a new product or in the provision of a new service but b 
vertheless r^uired on some reasonable basis. 

12. Any additioa or extension to an existing asset whirh is of a capital 
iture and bcmmes an integral part of the existing asset is depreciatad over the 
maining ntefbl life of that asset. However, any addition or extensioa wUeh retains 
separate identity and is capable of being used after the existing asset is di sposed of, 
deprecUded independently on the bans of an estimate of its own nsefbl Ufb. 

13. DeterminsUon of residual valoe of an asset is normally a diflioalt matter, 
such value is ooosideted as Insignificant, it is normally regarded as nO. On die 
otrary, if ^ icsidoal value is likely to be significant, it is estimated at tbs time of 
quisitioo/initallstioa, or at the time of rabtequent revaluation of the asset The 
sis for detenniniog the ledduai value is baiHKl on a realistic view prevailing on the 
ta of valuaUrafmraimSar assets which have readmd the end of their nsefbl Uvm 
* have operated under conditions similar to those ia whkii the asset will be used. 

14. The quantum of depnelatioa to be provided in an aoeounttag period 
mlves the exo^ tndgem^ by management in the light of tedinical. oonuMr* 

, aoooanting and legal re^ramenti and aooordingly mav need pe r iod i cal review. 

is considered that the original estimate of nsefbl Ufb of an Meetreqairee any 
rUon, Oe nnamottbed ooet of the asMt is diarged to revenue over die reviled 
isidai Mofbl Ufe or b written down to tlw eednwted recoverable amonot. 
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15. There are wveral metboda of aHoeating depreciation over the weM life 
of the asset. Those most commonb employed in inihistrial and commercial enter¬ 
prises are the straightline method and the reducing balance method. The manage* 
ment of a business Klects the most appropriate method (s) based on various impor* 
taut factOTS e.g., (i) type of asset, (ii) the nature of the use of such asset and (iii) 
circumstances prev^ling in the busineu. A combination of more than one method 
is sometimes u^. 

16. In the case of a Hmited company, the Compaines Act, 1956 provides that 
depredation, unless pennission to the contrary is obtained from the Central Govern* 
ment, should either be based on redudng balance method nt the rates neoHM in ttm 
Income-tax Act/Rules or on the oorrespondfaig straightHne depredation rates vrhkh 
would write off 95% of the original cost over the sped&ed period. Where the manage 
ment's estimate of the useful life of an asset of a company is shorter than that enviu* 
ged under the provisiona of the Act, the depredation provision to nppropriately oompu* 
ted by applying a higher rate. However, a company cannot apply a dejnedation rate 
lower than that envisaged under the Act without the permission of the &ntisl Govern 
ment even though the management’s estimate of the UMful life of the asset to longer 
tntn that envisaged under the Act* 

17. Where depredable assets are disposed of, diacarded, demolished or 
destroyed, the net surplus or deficiency, if material, to diicloaed separately. 

18. The method (t) of depreoiatiori are applied to provide oompnmbUity of 
the resdts of the operations of the enterprise from period to period. A change from 
one method of proving denndation to nnother to made o^ if the adoption of the 
new method to required by statute or for compl iance with an aocouutlngituulafd 
or if it to oonaidered that the dbanga would result in a more appropriate presentation 
of the financial statements of the enterprise. 

19. Where the htotorieal coet of an asset has undergone a change due to 
dicumstanoe specified in para 9 above, the depreciation on the additional cost is 
provided prospectively ever the reaidual useful life of the asset* 

Diadomare 

20. The dtqireciatioa methods uied, the total depreoialhMi for MHh*daM of 
gw Kf tf, tha grom amount of eadt dam rf depreciable assets and the rdtoid accuaula* 
ted depreciaffon are dtodosed in the financial statements alongwMi the dtodosnre of 
other accounting poltctoa. The depredation rates or the utefkil Uvea of the asaett are 
dtodosed only ffthey are dHfeient from the principle rates specified in the Inoome-tn 
Act/Ruks. 

21. In case the depredable aiieta ate revalued, the provision for depredatioii 
is bused on the revahied amount on tiie estimate of the remaining useful life of sue 
Miets. In case the revaluatioa has a material effect on the amount of depcedatiott 
the same to dtodosed separatdy in the year in which revaluation to carried out. 

gCnOGNTINO VTANDABD 

AeemmHKt SmM atifrtm ptnmph 22-31 et tkU St a tm m t . Ik 
StmMtkoMbt rtad fa the eomtext 1-21 m S taurnm mi qfj* 

Pr^ftet m tito St a tmmtM tf Aeeomab^ smMi > 
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22. The depreciable amount of a depreciable asset should be allocated on a 
ayMematic batit to each accounting period during the useful life of tbe asset. 

23. The depreciation method selected should be applied consistenUy from 
period to period. A change from one method of providing de;»eciation to another 
should be niade only if the adoption of the new method is requir^ by statute or for 
compliance with an accounting standard or if it is consider^ that the change would 
result in a more appropriate presentation of the financial statements of the enterprise. 

In an accounting period, in which the method is changed, the effect shoaM be 
quantified and disclosed. 

24. The useful life of a dq>reciable asset should be estimated alter oonridering 
the following factors 

(a) expected physical wear and tear; 

(b) obsolescence: 

(c) legal or other limits on the use of the asset. 

25. The useful lives of major depreciable assets or classes of depreciable 
assets may be reviewed periodically. Where there is a revision of the estimate 
useful URt of an asset, the unamortised cost should be charged over the revised 
remaitthig useful life or should be written down to the estimated recoverable 
amount. 

26. Any addition or extension which becomes an integral part of the existing 
aaset should be depreciated over the remainiog uKful life of that asset. If au» 
addition or extension retains a separate identity and is capaUe of being used after tbe 
exMng asset is disposed of, depreciation should be provided indepmideotly on the 
basis of an esri nate of its own useful life 

27. Where the historical cost of depreciable asset hu unc^one a change due 
to additional loog*term liability on account of exchange fluctuations or price escal¬ 
ations or increase in duties, the depreciation on the additional cost ibould be protdded 
prospectively over the residual useful life of the asset. 

28. Where tbe depreciable assets are revalued, the provisioa for depredation 
should be based ou the revalued amount and on the estimate of the remaiaiag uaeftil 
Uvea snob aaseti. In oaae the revaluation hu a material effect on tbe amount of 
depradation, dm aame should be dladosed aeparately in tbe year in sriiidt iwahiathm 
iscarried out 

29. If any draredable asset is ^posed of, discarded, demolished or destroy^ 
tte net snririns or defidency, if material, should be disdoied separately. 

30. The fofiowing information should be disclosed in the financial statementa: 

0) Tbe groM amount d* each clau of depreciable assets: 

00 Total depredation for the period for eadidasadasMts; and 

(UO The rdated accumulated dqwedation. 

31. Thefdloirinfiiiformatonshuklalaobe dladosed India financial stat^ • 
manta alongwith the disdoure of other acoounting poUdes: 

OO Ddmdation method used; and | 

^ ThadapneiationfatmocthenseAillivmoftheaaaeti^ifdiay araM^ ! 
not from dw pcine^ ntea s padfl cd in dw I ncoma>taa keUMm 
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Often erbeo foodi tre eoM on eredJt. the idler wffl like that the purdiMei 
ihouldjdvendefioiteptoniiaeinwritiaatopaytheemoiuitofthe goods on a oertiin 
date. C omm er da l practioe hai developed these written itoibwu into' vahiable 
instmaieots of credit so miidi so that when a written promise is made in proper fonn 
and is properly stamped, it is snpposed that the bnyer has diacbarged bb debt utd 
that the seller has received payment This is became these written promiieeare 
often accepted banks and money is advanced against them. Otherwise also they can ' 
be paoed on ftrm person to persrm. The written promise is either in the form of 
Mil of esdiange «■ in the form of a promissory note. 

A bill of exchange has been defined as an **instmment in writing oontitoing 
an nnoonditkmal ordm s«ned by the maker directing a certain person to pay a certain 
sum of money cmly to or to the order of n certain person or to the bearer of the 
instrument’* Wlm such an order is accepted by writing oa the face of the order 
itself, it becomes a valid bill of exchange. Suppose A order B to pey Rs. 300 three 
montiu after date and B accepts thiS'order by signing his name, thra tt will be Mil of 
exchange. 


The following is a specimen of a properly drawn bill of exchange: 

Delhi 

My 1,1982 

Rs. 1,000 


Three months after date pay to M/s. Mohanlal and Sons or ordor the sum of 
Rs. One thousand for value received. 

O. Nanda. 


To 

Oulab Singh ft Co., 

Sadar Bazar. 

This is known as a draft. Tbit will be sent to M/s* Oulab Singh ft Co. If 
the order is accepted by them, they will write across the order as under: 

Accepted 

For M/s. Oulab Siniftft Co. 

Oulab Singh 
PWtner 


After aooeptanoo It beeomoa apcopm MB of exobange. 
The foUoettng points dumld be noted: 

1. AMnofoxebangemiutbeia writiBS 


2 . 

y 

4. 


It must be dated 

It amiteofltehi an order to pay a certain sum of money • 

Hie money nmat be paygble to • dcftsdie pemon or to Me order or tp^ 
bearer* 




S. TbednA must be accepted tet payment by the party on whom the order 
to made. 

The party which makes the order is known as the drawer; the party whidi 
uoepts the order is known as the acceptor and the party to whom the amount has 
10 be paid is known as the payee. The drawer and the payee can be the same. 

A bill of exchange can be passed on to another persons by endorsement 
Endorsement on a bill of exchange is made exactly as it is done in the case of a 
cheque. The primary liability on a bill of exchange is that of the acceptor. If he 
does not pay, a holder can recover the amount fitom any of the previous endorsers or 
the drawer. 

A foreign ImU of exchange is generally drawn up in triplicate. Each copy to 
sent by separate post so that at least one copy reaches the intended party. Of course 
payment will be made only on one of the copies and when such payment is ma^, 
the other copies become useless. A foreign bill of exchange in usually drawn like 
the following : 

New Delhi 
July 1. 1982 

Rs. 5.000 


Ninety days after signt of this First of Exchange (Second and third of the 
same tenorand date being unpaid) pay to the order of Ohosh & Sons, London, 
the sum of Rs. Rve thousi^ only, value reoeived. 

Wallis ft Sons. 
To 

M/s. Black ft White, 

Birmingham, U.K. 

Section 12 of the Negotiable instruments Act provides that all instruments 
whidi are not inland are foreign. The folkiwing are exampks of foreign bilb: 

1. A bill drawn in India on a person resident outride India and made pay* 
aUe Outside India 

2. A bill drawn outside India on a person resident Outside India 

3. A bill drawn outside India and m^e payable in India 

4. A bill drawn outride India and made payable Outside India 
Promissory Notes: 

A prmntosory note to an instrument in writing, not being a bank note or a 
eutiency note, onnt s intng an unconditional undertaking signed by the maker to pay a 
certain sum of money only to or to the order of a certain person. Under Section 31 
(2) of the Reserve Bank of India Acta {Mromissory note can not bo made payable to 
bearer. A promissmy note has the following characteristics' 

1. It must be in writing. 

2. Itmnstemtoainariear promise to pay Mere acknowledgemeito of a debt, 
to not a promise. 

3. The promise to pay must be unconditional . “I promise to pay Rs.500as 
soon as I cao” b not an nnconditiooal prombe, 



4. The promisor or maker must sign the promissory note. 

5. The maker most be a certain person. 

6. The payee (the person to whom the payment is pcomiied) most also be 
certain. 

7. The sum payable must be certain. '1 promise to pay Rs. 500 phis all 
fines.” Is not certain. 


8. Payment must be in legal money of the oonntry. 

9. It should not be made payaUe to the bearer. 

10. It shonld be property stamped. 

Specimen of a promissory note : 

Rl. 1000 


New Delhi 
Jnly 1.1982 


Three months after date we promise to pay M/S C. Lai & Co. or order the 
sum of one thousand rupees with interest at six percent p.a. for value rt^ved. 


Ramlal ft Sons. 

Randal and Sons are the promisors while M/S C. Lai & Co. are the payee. 
Record of Bills of Exchange and Promissory Notes : 

A patty which receives a promissoiy note or receives an accepted bill of 
excbange will treat these as a new asset under the name of Bills Receivable. A party 
which bsues a promissory note or accepts a bill of excbange will treat it as new 
liability under the heading of hills Payable. We shall first deal with the entrim in the 
books of the party which receives promisory notes or bills. (When we talk of bills, 
we include promissory notes also.) 

I On receipt of Bill 

Bills Receivable Account ■ .Dr. 

To Party* 

lUswtawtleB (1) 

A aeeepts a blU of exdtangrdnm on him by B. In At books of B the entry 

wUlbe: 


Bills ReoeivaMe Account .Dr. 

To A 

(2) A sends to B the acceptance of D. In this case also, the entry In the 
books of B will be: 

nils Receivable Account ......Dr. 

To A 

IL The persmi who receives the bill has three options. These are: 

0^ Hh can hold the bOl till msturity. (Naturally fat ttiis case no (htther 
eot^ is neoenaiy uata the date of matnrity arrival) 
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(U) Th« UH can be endoned in favour of another party. In that case the 
entry will be to debit the party which now receivet the bill and to credit 
the Bills Receivable Account Suppose B sends to A the acceptance of 
C; the entry will be (in the books of B 

A .Dr 

To BUIS ReceivaUe Accounts 

(iiO The bill of eschange can be discounted with a bank. The bank will deduct 
a small sum of money as discount and pay the rest of the money. 

In this cash (cash is received or treated as deposited in Bank Account, the 
Bilb Receivable b ^ven up and, in the bargain, here b a small loss. The entry will, 
therefore, be: 

Bank Account .Dr (with the amount actually received) 

Discount Account ......Dr (with the amount of loss or 

discount) 

To Bilb Receivable Account (with the amount of the bijl) 

m. On tike date of maturity there wOl be two possibilities. The first b that the bill 
wiH be paid, that b to say. met or honoured. The entries for this will depend 
upon what was done to the bill during the period of maturity. If the bill was 
the cash wiH be received by thrparty amich originally received the Mil. 
In Us books, therefore, the entry will be : 

eSadi Acoownt .Dr 

To BOb Receivable Account. 

But if he has already endorsed the bill in favour of his creditor or if the bill 
has been dboounted with the bank, be wifi not get the amount; it will be the creditor 
or the bank wl^ will receive the money. Therefore, in these two cases, no entry 
irill be made in the books of the party which originally received the bilL 

The second possibility b that the bill will be dbhonoured, that b to say, the 
biO wQl not to paid. If the bill b not honoured, the bill bewmes useless and the 
party from whom the biO was received will be lisble to pay the amount (aa also the 
OT pe n VfV ineorred ^ the party). Tbetefore, the following entries will be made; 


1. If the blU was kat fill maturity then: 

ftrty (^v^ the bill) .Dr 

To Mis Reoehrabte Account, 

2. ff OwbUl was iodorted in farour of a creator, the tatty is: 

Ttoty (ij^g the bill) .Dr 

To the Creditor. 

3. ^AebOl was Oactmated with the book. 

Party (giving the bill) .^ 

To the Bank. 


That it will to seen that la ease of dbhonoor, die patty wUefa gave the biO 
haatotodabMftoouselthasbeoonMliaUelopaytiteamoont). Thecredit enby 
b in Bfih ReoehaUe Aooofnit (tf it was retained) or the Cieditor or the bank (jt tt 
was aado n ed in their favour). 










Notbig ChargeM It it necaMtry that the fact of didiotioiir and the c aaeee of 
it hooeor ihould .be eitablUhed. If the acceptor can prove that the bill was not 
property preseated to him for payment, he may escape lial^ty. TherefMc, if there 
It dlihoaour, fear of ditaonour, the bftt will be given to a public oCMal known at 
’'notary public". These offieiah presents the bills for payment and if the money is 
received, they will hand over the money to the original party. But if ths bill it dis¬ 
honour^, he will note the fact of dishonour, and the reasons given and give tte bill 
bade to their client. For this serve they char^ a small fee. This fee is known as 
noting charges. The amount of noting charges is recoveraUefrom the party which 
is responsible for dishonour. 


Sun>ote X received from Y a bill for Rs. 1,000. On matnrity the bill it dis¬ 
honoured and Rs. 10 is paid as noting charges. The entry in this case will te. 


Y 


To Bills Receivable Account 
To Bank 


Rs. Rs. 

Dr 10,10 


1,000 

10 


SiMtpose X bad endorsed this bill in favour of Z. In that case entry for 
dishonour would have been. 

Y Dr 1,010 


ToZ 


1,010 


This is because Z will claim Rs. 1,010 from X and X has the right of recover* 
ing Rs. 1,010 from Y. Similarly, if the bill has been disconnted with a bank, entry 
v^be: 


Dr IjOlO 


To Bank 


1,010 


Ruitwal tf BUI Sometimes the acceptor is unable to pay the amount and he 
bimsetf moves that he should be given eatension of time. In sndi a case a new bill 
will be drawn a^ old bill will be cancelled. If this happens, entries should be 

r id for cancellation the old bill. This is done eiactly u already explained 

dish^ur. When tiw new bill b received, entries for the receipt if the bill will 
be repeated. These have already been given above. 


Ohose sold goods to Onpta on 1st S e ptember, 1978 for Rs 1,600. Oopta 
tasmedbtcJy accepted a three months' bQl. On due date Oopta retpiested tiiat the 
bn be renewed for a fresh period of two saonths. Ohosh agrM provided inteies t 
at 9 % was paid immediately in cash. To tins Onpta was agreeaWa. TheawoadWI 
waaoetoodoedata^- Oive J^unal entries and ledger aeoponts ha tila boaka of 



JOURNAL 


Dr. 

Rs. 


Cr. 

Ri. 


1978 

S^it 1 Onpta Dr. 1,600 

To Salei Aocoaot 

(Sale of goods to Oupta as per Invoice 
No... 


Bills Receivable Account Dr. 1,600 

To Onpta. 

(3 months' acceptance received from 
Oupta for the amount due from him). 


Dec. 4 Onpta Dr. 1,600 

To Bflb Reoehrable Acconnt 
Onpta'a acoqManoe cancelled 
becanMiffonewal) 


Oupta Dr. 24 

To Litarast 

Qnterai 9 9% on Rs. 1,600 due 
from Oupta for 2 moodu because 
if noewaO 


Bills Receivable Aooouiit Dr 1,600 

Cash Account Dr 24 

ToOqitu 

(yeweoospt e nc e for 2months for 
Rs. 1,600 and Cash (forlaterest) 
r eceive d from Onpta) 


1979 Gash AmonH 1<800 

To Bins Reeelvabis Aooomit 
(Gidiieeaivedagidnst Onpla’s 
seoond neomitaiioe) 


' 1.600 


1,600 


1,600 


24 


2,624 


ijsoo 
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Ledger Acc«tuite 
GnptJt 


1978 

Rs. 

1978 


Rs. 

Sept. 1 To Sales A/c 

1,600 

Sept. I 

By Bills Receivable A/c 

1,600 

Dm. 4 „ Bills Receivable A/c 

1,600 

Dec. 4 

By Cash 

24 

„ Interest A/c 

24 


Bills Receivable A/c 

1.600 


.^,224 



3,224 

BlUa Receivabls Acconnt 


1978 

Rs. 

1978 


Rs. 

Sept 1 To Gupta 

1,600 

Dec. 4 

By Gupta 

1.600 

Dec. 4 To Gupta 

1,600 

1979 





Feb. 7 

By Cash 

1,600 


3,200 



3.200 


Sales Aecout 

1978 

Septl ByOupU , 1,600 

latcrest Account 

1978 Ri. 

Dec. 4 By Oopta 24 

Cash Account 

1978 R*. 1978 R,. 

Dec. 4 To Gupta 24 

1979 

Feb. 7 To Bill Receivable A/c 1,600 

OlnsCration 2 ; 

A draw* upon B three bills of exchange of Rt. 3,QOO, Ra. 2,000 and (Ra, 1,000 
reapectively. A week later the first bill was mutually caacdled. B agreeing to pay 
50% of the amount in caah immediately and for the balance plus interest of Ra. 100, 
he accepted a fresh Bill drawn by A. This new bill was endorsed to C who diaooun* 
ted the aame with Us bankers for Ra. 1,500. The second bill was discounted by A at 
5%. ThhblU on maturity was returned dishonoured (nMing charfcs beiu Ra. 30). 
Tm third bitt waa retained till maturity when R WM dufy met 

Give the neceiiaiy journal entriea recording the above tranaaotieH in Ote 
booki A and B. 



jMnalaf 4 


Cf. 

Rs. 


UDi ReceirtUe A/e 
To B 

(ThnebiUi fw R«. 3.000, Rt. 2,000 
•nd Rt. 1,000 drawn on B and duly 
Mocpted by him reodved) 


B 

To BQb Reoeivable A/c 
(Bill noeived from B cancelled 
for renewal). 


Bank Aooount 

BUb ReodraUe Aoooont 
To-B 

To Interett Acoonnt 
(Amonnt received on cancellation 
at the first bQI, S0% along with' 
a new biD for 50% the amooitf 
phii inteceit Rt. 100) 


C 

To Bilb Reoeivable Account 
(A*i acceptance endoned infavoor 
ofC) 


Bank Ab 
Dbooont A/e 

. To BBb Receivable A/e 
(Seeond bill for Rt. 2,000 
dbffinint iMl with foe 

V #5%) 


B 

IbBaakA/e 

(Peeopd Ui f(K Rt. % in04lmoM 



Dr. 

Rt. 

Dr. 6,000 

0.000 


Dr. 3,000 

3.000 


Dr. 1,500 
Dr. 1,600 

3.000 

100 


Dr. 1,600 

1,600 


Dr. 1,906 
Dr. 100 

2,000 


Dr. 2J030 

2^010 





BtakA/c , ’Dr. 1,000 - 

To BiB«;Reoehmble A/o ■' ' ' . i . J.O®® 

(Anount reeved oa nutoritjr 

oftbetbirdbilir ^ ■ 



A Dr^ 6,000 

To Bflb Payable A/o ^ . i .' ' 6^000 

fTbree aooeptaooei givea to A for " ' ^ 

Rt. 3.000, Ra. 2,000 and lU. 1,000) / 

-r-:-—- . > ‘ t ■ 

BUb Payable A/o . Dr. 1,000 

To A 3,000 

(CaaoeUation of the first Un 
baaed to A by mutoal ogroeoMoO 

A Dtk 3.000 

Intereat A/e % IQO ^ . 

To Beak A^ 

To Bint Payable A/d 
(Amooflt fwid to A againtt < 
eaaoelled bin and baoe 
of new bill fbr Rt. 1600 
todudiog interett Rt. 100) 


BUb Payabk A/o Dr. 2,000 

Trade ^peniei A/o Dr. > 30 . 

To A 

(Dbhonour fii the teooad biD 
btOed to A) 


1,500 

1,600 


2.030 


Bilb Payable A/c Dr. 1,000 

To Book 1,000 

(FaytMot of 3id bin to A 

OB the doe date). / 


Mote :^lt bamoM^ that the UD for Ra. 1,600 hataot]^ fkBaadaefiir 
paymant. 


• ■ / 




«ria. l,jQOOaad)i 




jOQ O.Oupta'iampUttcefnr Ra. 4.000 whkA wu endorsed bylcitnkto 
M. Mehu wu dishonoored Mehta paid Rs. 20 noting charges. Bill 
' wididrawn again)! oheqne. 

Oil) D. Dalai retires a bill for Rs. 2.000 drawn on him by katrak for Rs. 10 
discount. 

(hr) iCatrak’s acceptance to P. Patel for Rs. S.000 disdiaiied by P. Mody’s 
acoeptanoe to katrak for a similar amount 
(v) Katrak’s ahceptance to S. Sea to Rs. 4.00& wu diidigried by a cash 
payment of Rs. 2.020 and a new bill for Rs. 2.000. 


•dwtlMi ) 

BiBs Payable Aoeeunt 
Inters. Account 
To Cash 

M BUIS Payable Account 
(Bills PajwUe to Bun discharged by Cadt 
payment Rs. 1.000 and a new bill to 
Rs. 1,SS0 InoIndiagRs. SO u Interest 


Dr. 2,300 

Dr. so # 


1.000 

USO 


GO (>) O. Oopta 

To M. Mehta 

(O. Ghipta’s accqiRanoe for Rs. 4,000 
endorsed to M. Mehta dishononred, 
Rs. 20 paid bpM. Mdita u noting 
chaivu) 

(b) yTMehta ~ “ 

To Bank Account 
(Payment to M. Mehta ot with 
- dmwalof bBleailier reoeived from 
Mr. G^..Oopta) 

GiO Bank Account 

Dhooimt Account 
To Bills ReeeivaMe Account 
(nqrmont rec ei sed Orom D. DaU 
asalBW his aocvtancB to 
' Be. 2,000, alownd him a disoooat of 
Rs. lOL) 


(hO BHi Payable Aocoot 

To Bffli RecehaUe AfiootMt 
(Mi leeiivaUe torn M. Mb4y 


Dr. 4,020 


Dr. 4,020 


Dr. 1,990 
t)r. 10 


SiOOO 

• I 


4.020 


4.020 


2;000 


SbOOO 







(«) Bilb PiysUo Afoeonat Dr. 4^000 

laterM AooofUt Dr. 20 

ToCMh 2.020 

BUh Payable Aoooant 2.000 

Sett^emeat'oT BUh payaUe iiMied. 
to 8. Sea for Ri. 4.000 by pajment 
of R*. 2fi20 inehidac Rs. 20 for 
faiter 9 t,.aadiMtMofafrMhbUllbr 
Ri.2.00a 



=f»' 


inwtrad^i 

JoumaliM the following ia the books of Doa 

(i) Bob infonns Don that Ray's aooeptaaoe for Rs. 3,000 has bOen die* 
honoored sad BoUaf eha^ an Rs. 40. Bob accepts Rs. 1.000 cash 
sad the baianoe as a bill at these months at interest O 10%. 

Don acc^ from Ray his aecqaanoe at two months |^ns iatercst ^ 
12*/.p.a. 

(U) James owes Don Rs. 3,^: he sends Don's owajiooeptaaoe in favoor 
of Ralph for Rs. 3,160 in foU settkment. 

(id) Don meets his acceptanoe in favour of Singh/or Rs. 4.500 by endor* 
sing John's aooepCanoe for Rs. 4.450 in fall settelement 
(iv) Roy’s aoeeptance in favour of Don tor Rs. -3,000 retfaed one nmntb 
before dae date, interest in taken at the rate of 6% p.a. 

•olnclda: 


(i) (a) Ray Dr. 3,040 

To Bob ' 3,040 

(Ray's aooaptmioe tadoned * 

to ^.dtshononred on due 
date, noting chanes paid by 
BobRs.40) 


(9 (b) B<d> Dr. 3,040 

Interest Dr. 51 

ToCaah 

w BlBs PayaMe Aooouat 
(Aeoonat payable to Bob Rs. 3,040 
settled by onh paymeat Rsr 1,000 
aaw issae if an# WB for Rs. 2,100 
ladBOiag l at se sa t RsrSl for.^reo . 

^^^jjj^nahs on Rs. 2.060 • 10;i 


1,000 

2,001 
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ISb notiviUB Aooooaf Dr. 3,100^ 

ToDoa 
f,' IntorMt 

(A«oeptHBoe raoihwd ftom Raj nor 
Ra. 3,040 doe ajtriiK $ om ^ 
tanoe dMiqaomred ^ lU. 6040 
iaterMt for two rnontha (912% 


(H) Bi^a^kjnUa AMoant Dr. 3.liSD 

^ZXieointt Aoaooot th. M 

'Toitmet 

(Canodlatiog ot bnu pajaUe imed 
to Ralph for Ra. 3,160 ia settkaxeat 
of Ra 3,200 due froai Jaaiei) 


3.040 

6aio 


3k200 


OU) BiSt Payaj^ Aoeooat Dr. 4,300 

To BOb Raoeif aUa Aooooat 4,4SB 

N iHioo^. 30 

. (Sa^Boat of aoocptaaoa teoad to ' 

Mr. 8iB|h bf oadonamatlw Joha't 
aooqiUvioe for R>. 4,43(9 " 


(hr) Baak A/eAooouat Dr. 2,983 

DitooBBt Aoooant Dr. 13 

To Mb Raoeivabla Aooooat 3,000 

(Aooooat laorfoad^fr o m Roy la aottle- 
moDt BDb Payable, retir^ one 
mooA beforo doo date) 


Bipt of enlMHifa an Moally draira to fheitttota trade traaModooa toat b bBb 
ara/otodt to fioaaoe aietoal potohaae and nle of gooda. Bat the meohaabai 6t biQ 
oaohaotalbed to takeBna^ abo. Soppoee BhaBa aeedi Aaaaeo for OMOlhi. 
lallateaaebeiaay ptimadehbficbBd KoUi to aooept bb 4faR.- ThebBoffS- 
4 dHMiBwntlMo be.ta1mbyBhalbtohbbaBk aod |et it dbgpntod tfMi. Thai 
BiWii trill bt idM to aiiiha on afAmb. When the Bum atoothi period dcawi to a 
rijMObilMBatrfllatodthefoqpririleaBOOBtto KoUi aad iw awit tbobOL 
TboiBlarilabaMatoraifi woat9 fbr bb oae. If both BhaSa sad KohU aaed 
liiupa darioe mtA Bbhar mti.A* «• 
i Mp.trfd hedbaooatad wbhtte baak ^ %-ptocyii 





•ndMdad. 0> the doe date the adMptor Roeiverrbin die other ptttjrhh 4 mm. 
The hn will then be oMt Whenbffiianiiaedfor iucha piDipoa«,tiw]f ait'taiown 
aa aceoaodatkM bUe. 


Bntriaampeaaedinthaboolnor two pmrtin cMBdy in the way ahca^ 
: fofadedosfloroiMMrybUk Tlw only aMdonal 6rtty to be pai^ Ja iHaemUiw 
' the fomittaaee to the ether party and idMdtbftiDt the ether party widtOe requUt 
aaeonatof tSaeooBt. 

/ 

fn ee lwey . laaotvaaqr ofn penoa meant that he it nnaUe to pay hia 
Habilillea. Thii will mean thin bfflt Melted by him will be dbhotMii^ Ibarerote 
when hit known that a Venon hat become ieaohent. entry for fiibooow of Ue 
aooaptaoce matt be paaa^. Later aoaetbinf may be reeeived ftoa hia eatate. When 
and if an amoont ia reodved. eaih acoonnt will be debited and ilia penooal aooonnt 
of the debtor will be oredited. The renMininf amonat will be Imoowerable and, there* 
tbn, tbould be wrHtea off ae a bad d^ The aludent ahonld be eaieAd to calculate 
dm amount actually foeeived ibom an iaaolveat't eatate and amount to be written off 
only after preparini hia nooonnt. 

niMtraclaw. Bote and Mitm were In need of'fbndn tkOn lat 1978 
Boie accepted Mhim'e draft(br Ra.d.000ft S.inoatha. hfitin gottiailwonaliJ at 6% 
and remitied 1/3 of the proo^ to Boae. OnJhe due data Mhini wna not able to 
aend the amount inatead, he eooqited Boaeb IdHCw ftl. 4,300 at two montha. Boae 
fot it dUooustad for Ra. 4,420. Out of thly Rk ftO were mat to 'MItra. Eady in 
October Mitre become inaoivcat Hia eatate paid 40^ 


.Ohre Journal entriea in-the booka of both the partiea and |hre Mitim’a account 

inthabooktofBou. 



BaokaefBoM 

1978 

May 1 Mkm 

ToBRb P^hia Afloosat 
Mhraa draft for Ra.6d)0O acoepted 

fo# IflfiMMditfO&e 


Dr. 

Or. 

Ra. 

Ra. 

diOOO 

6,000 


Dr. 



333.3S 


Bwdc AoeoqBt Dr. 

i. 

DiiriMuit Aooonnt Dr. 

to Bom 

AiMot norivad liras and (UMoost 
orciditid to Bom. 


Oot 7 BUi Piyablo Aoooost Dr. 

To Bom 

AooeptuM to Bom diihonoaied 
bMonae of insolveocy 


Bom . ' Dr. 

To Bank Aoooant 
„ Defloiaiioy Aooonnt 
Amoont paid (40%) and baUnoa 
oreditad-to Dnflsiaaqf Aooooat at 
bdof anabla to pap* 


280 

53.33 


4.500 

4»300 


4.333.33 

1,733.33 

2,600.00 


Bllla ibar oa U a oti ao. 

( 

WhenapoaoanoehwabOloraidtaiiiabaiaay deoidato reeahrathototal 

aaMvot by kaepini B tin tba data of paA^* Bat in ordar to ansura aafaty, ha nuqr 

aend it to Ua bank with faHtmotiioiM tbat tto bill abodU be ratainad tUl matnirityaad 

ibonkl be^roaliaad oatWdata. Thb doaa not mean diioountim bacaoM the bank 

wU sot oradit the dtatt 'antUte aamnatia iccnally lealiaad. If tha bill ia aant to 

the bank with aaohiaatraotioM it iaknoiTOM “Bill MOt for CoUeotioa”. Itiabatiar 

tbnMkak ieoaedofthiaalaoiaboekabypaaiiaftba foUomof eotiy: 

* » 

BibfarCoBaetiOBAooMat Dr. 

I* , 

TalBlalUoeiMhla Aooonnt 

** Or. 


To BOa for CollHlion Aoooaal 



n 


Am. 4. BiBi ReoeWtUe Aoconot 
To Mitra. 

AcoepUme fwdved from Mbn to 
cover the amoaot due ftoa bin 

t 


Baalc Aoooaat 
Dleooaiit Aoconat 

To Mill Reoeinble Aooocttt 
Mbn McepMaoe diMOiiatcd for 
Re. 4.420 


Dr. " 4.SC0 

4.500 

Dr. 4,420 > 

Dr. 80 

4,300 


BUb htytble Aoeomit 
To Bask Aoeount 
Offa aoceptaiioe due thb date met 


Mhra 

To Baak Aflcoont 
„ pboomt Aocottot 
Re. 280 (edddt b 2/3 ofainouat 
remainiot after dedactiof amouat 
due from MHia i.«. 4^20—4,00(^ 
remitted to him. He b abo cAarfcd 
with 2/3 of dboooat 


Oet 7 Mitm 

To Bank Aeooimt 
Mhra’a aooqbaooe dbhoooored 
beoawoof Ui iaeohiaocy. 


Baak AooobM 
Bad Defats Aeoont 
To Mitra 

off ia faipect of aaaoaa8 doaftom 
Mlba. 


Dr. 6,000 

6,000 


Dr. 333-33 

280-00 

53-33 


Dr. 4,300 

4,300 


Dr. 1733-33 

t>r. 2,60040 

' • 4,333-39 






73 


1^8 


Mitre 

Rs. 

1978 


Meyl. 

To Bills Peyabfo A/o 

6,000 

May 1 By Bank A/o 

1,970 

Ai«. 4 

H Beak A/o 

280 

N Discount A/o 

30 

Dec.7 

DisoonntA/c 

53.33 

Aug. 4 „ Bills ReoefraUe 

4,500 

H Bank 

4,300 

M Bank Alo 40% 


or Ri. 4333.33 
Total of thew two 
itemaiU. 4333.33 
wu the amonit ' * 

dm from Mitre. 1,733.33 
M Bad Debts A/o 
(60%6fIU. 

4,333.33 Total 
of these two 
items Rs. 4333.33 
wu the amount 
due from MltraJ 2,600 


10,833.33 10,833.33 


BookaerMltn . 
Jesnsel 




Dr. 

Cr 

1978 


Rs. 

Rs. 

May 1 Bib ReoeivsUe Aooooat 

To Bose 

Aooqitaiioe reodved from Bose for 
nratnel aooomodatkm 

Dr. 

6,000 

6,000 

Beak Aoooont 

Dr. 

5,910 


Disoonat Acooaat 

To Bills ReoehraHe Aoooaat 

Bose's eooeptanoe discoonted at 

Bank at 6% p JU 

Dr. 

90 

6,000 

Bose, . ' 

To Bask Aoooaat 

Dr. 

2,000 

1.970 

m DieeonM Anoonot 

Oaa*tiUrd or pcooeede remitted to 
Bose . " 

'A«|.4 iosa ... 


W 

30 

^ToiOs't^rtMAoedvil 

teewrM # « ■ 



W 

0 . 





. Hm 4evdopiiiait of Moonalivf pibieiplM ud pcMtten. jMMi bom doilfif 
fVlatod totboNoiioaitodevebiiwnttt^ttoooaotty., IttthtenUK ttotnOoFiii^ 
«b[}Mthe of •ccMotint wm to provide flaandel data to bi ibw adMthw a Sm k w. 
aaniat • PnSt or wABriag the Um; what an ha anate * UaUUdee. Sach iafbnii* 
atioB was p f eae a te d ta the fom ot a profit ft loae aecoaot and die halaneeidwet. 
ftrirtr e a kr pt ii ee wen manated by thdr owoen. Aonifid ^coiutte nrteed at a 
%Mni t/apiniihM the Nsalta of opentpn and fiaanchd poeitioa. 

WMi die inonaae in dee* and oonplealtty of bntiaen, beddea the ownen,. 
endhon,labourmioaa, eottomenand tbefeai^ pobliebeouae inlenitedinthe* 
profitability itabaity and financial ftatu of bodnett enteprine. To tnaaatemeid 
imvide dement of internal control and tvoiti for nw in gnideooe and 

idannhif. 

With the irowth of budnew organkatioa canm theinonadag awannenof 
the need fpr a framework of concepts and geneially aceeoted Mmnaating priae^lea 

Da v e i epnew t af Oew ee pta ft prindplea. 

Fiaandal Statemeote an mod eiiniflcant to thoee who dearly andentand dm 
aadedylng prindplea iq^ wfaidi they have bwm band. Iben ihoold be. nbdaiitial 
a^nement on the meaning and importance of fuidei and itandaida dint, cdleodvely 
eompriae aeconatlng prindplea. Variou tarmn an employed by acoondante in 
nftrringtoapartioaburaoooantintatandard. InaddMonto prinoi|deeandoono^ 
die term! axiom. aiatimption,podulate.ooavantioa, tenet, anddoctiiae anfreqnen* 

.dy VMd in aooonntinf Utratnre. 

It ihoold be borne in mind that the word **prindple'* ainaed in tide content 
doee not have the tame aothoritativeneie ae nahrmal prindplea oa emphqredindie 
mndy of phydea or other physical adencei. Aocoondns prinddee have been develo¬ 
ped by man to the neefhlneii of aooonnting date in an eveediaaiinf 

•odety. They represent the beet poesiUe galdea, based on reason, observation, and 
•iperiamntathm to the aobhemeat of die desired renlts,tlie sdecdon is the beat 
•ligle method, out several eqnally good methods, amchig nnmber of alteniativei, 
hnoome about gradually. Oeoeral aoo^tanoe amongst membenoftihe ieoonntiag ' 
pnldakm and legnlatory agendee is the oriteiion fbr dderminf aooonating prine^ilea. 
Then prindplea an n viisd to ke^ pace irith chaagm in eoonnmic s sivir oonie nt . 

ThenndatyingaiBampthm. omioeptiand prino^an now di s cii smd hen 

Wider I 
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pvaeiiVflMulflttoaiiiiiie. Howefcr. over die period, osrtain bide ooMopd Iwa 
developed aoooMHif to which loooaiitiBti do their woik lod mikeineoidofthi 
t f i mctl o m ndcveatt. Tbeie ctmoepu in the foUowiog: 

d) MiMjr wiMiiremnt ecweept. Only luch tnniicdoM indeveoti, 
hum belnterpnted in tenniof nooey, an noorded. In other woidi^ emnltoi 
whkhinotwy vilaeeaaaotbepiithaveto benaoeuarily kept out of the record evei 
dttondh die event may be eidemely important. For example, if the 
director ^ a oompaiiy il retfring, the accountant will record the |ntni(y and tHhtt 
benefits payidile to him but oannot record the probable effect on the oompaiiy*i 
fortiMi on the retirement dnoe it ii not potsiUe to put any reiaonable eatimate on 
the conaeqnences. This has been one of the most serious limitations of accountint 
afane, proteUy, the moat important asset in any undertaking k the quality and oalibn 
of the staff working then. Then is no bigger asset than an honest, hard-working, 
intdligent and ooumgeous manager and there is no bigger liability than a person who 
at every tnn makes wrong deciskma and makes enemies of people. Bntnoaoconn- 
ting itatemenia will show qp sudi assets or liabilities. Those who read theaccoun* 
ting statements, therefon, must necessarfly go behind the figures and try to judge for 
themadves as to what sort of management the undertaking has. 

Any osdt of measurement over a period of time has its own drawbacks and 
more so money* Though'a unhrersafiy aonqptable measun of value, first, it suffns 
ftom territorial Hmitationa. It gets affactod serionsiy by economic difference between 
varhras territories as well as political and social diflerenoes. Secondly, within a 
territory its value changes over a period of time. In some cases, this changes ia 
r^iU as well as violent The system of accounting treats aO units of money as the 
■ame irrespective of their time dimensioo. This bos created serions doubts about the 
extent of ntflity of the accounting data. 


In aoeounting extratttritmial obligations get adjusted On changes in the rates 
01 betwemi the territories according to the liability in terms of local currency. 

But dm monetnry nniti do not get dumged in cases -of changes in value of money 
nnits recorded over a period of time. Tto has been obiervcd to remove the daogera 
of a great deal of Mbjectivity idSdved in adjustments on aoconnt of dianges in value 
of money. Theocet^y, k may appear to ben major constraint on the accoontllg 
ayidm aaddatn bnt, in pmcrice, it does not affect the cmnmon anderstaodhtg 
generally. It dees leave room for the mapipolatoti to crwde mhanderitandlag ^ec^ 
any in fcepeel of Intariwripd and inteifiim cmaparitons. 


(0) Bwalaaas awdsy eaw e e p* . Aecooatiag will always make a 
batwaentteandertakiag aadthe pcopri^locs. Even in the case of aole preprimr 
dnpik Urn be '^sHagBitbed llwai the iafiiridnal who owns H, even tho^ hi 

^ h dMaeltim The nedbaataat nfll reoetd traasscrioas 

4a|dialisfoi»ridid4by thananii;' 
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titotproptktei»eatn«rtiw(wwMtotlien« miMiiwt 

WDthMeTMOotCNtotbebeitadv«iitta»of theimudlo aeoowttfbrAenNWoioi 
plaoed at iu diqtoMl. 

Tlda k ooe ofoioat oarfU ooooepti aiul fronitliaa devak^e^ 
to called laqwaiMHtyaoeoaatint. Itk poMibte tonoocd Iraaaaotkm tonni» 
flonpany and (to Iket^ or totvena one da pet t u Ma t and atottoc. la tUa aaaBaar* 
ilkPMiiUatoaaoaitaintliafaaaltt afoparatioiif eCaato dqgMtftaeitt or dhikOB of 
m nadartaUiis aad evaa park of a diriikm. tlm aarahihlitog Oa ei^toMoi of 
.jopatatioiii at eadt point < . 

(ftl) Ootaf oaaMom aoMipa. kkaanmod ttat Ito nadartaUng Of^ 
lakitntion will last for a long time. Transaotions ata^ teratea, laeorded iamoh a 
maaner that the boiefltt lilcdyto aooraeia fiitara from money ipant now or the 
fMnra ooneeqaaneas of events ooeorring aow ate abo takea into ocmrideralion. Aa 
aufflple would be purchase of maohinery which would last say, for the aest 10 years. 
The cost of the ma^oery would be spr^ on a saitabb bask over the neat 10 year 
for asoortaialDg the proAt or loss of eadi year. The full ooet of the would 

not be treated as aa espease la the eormt year itself. 

However, when tto life of ttoundeiAaldngkkaown to ba.or a pertain period 
only, the lebord will to made aooordinAr. If, for instaaee.* dr'aad d join U^^eOut 
tat a Umitod purpose of coastruotlng a boikiinf, tto aoeoahtini tepixd wUhJceeRia 
view the faot that tto arrangemeat will last oidy till the building k completed. If, 
ttoiafore.oertaln equipment k pardiasedfor oonstrootion of the baiidlnf, the com 
wmdd be wholly diarged to it even though physically tihe eqnipmeat may to arable 
of being used for many years. 

The International Aooonntiag Standard Committee regards thk ooneep t as a 
fundamental one. If the assomptkm aS going oonoemk not valid, the financial 
ff nfamaitto shottld dearly state thk. 


It should be underslodirihat even tbpogh the lifii of toe jkstitntioa nrTotganh 
aatiankaiBnmedtotolong,aooOBndagslafoffleotsfillhava toto prepaindperiodl- 
caUy, say. at (be end of each year. Whereas the Ilfooftfae kstitatiosi k ooniidared 
totolM^toktequitament ofananal statements breatasmaqr dhBenkks too chief 
of wUehk that too fotnre benefits of aspensas iaenrred now are to to estimated aad 
h k only on estimated bask toat aMMoftite Imporuitt dgwca ia^ aeanal stato- 
tosnt still appear. TUs dostroys, tosoose estaai,tto et aota es s rfthe Igutascoa* 
talaid in tto financial statements. Those who-stndy the sta t ements should always 
lBeaptidsinmi'*'i 


Aaoot mtia t majtoi a raaaid onan otjwOsa hnsl|> l^n 



iikfali both Uvpofdiuertnd theaenar have agreed. Tbia iaalao knows ai the coat 
eoBcaptf tmnaactioiia and cveata wih be recorded at the actual amonnt of 

noMjr iaudived. 

The ooheept has enabled the accounting record to be truthful and not biased 
in favour of any particular individual or set of individuals, which would be tbe ease 
if petbonal views of people were to prevail. However, there are certain points w)^ 
•hould be noted in this respect First, die cost concept does not prevent certain 
estimates to- be made and the record to be based upon these estimates. Depredatioa 
of assets like machinery is a cate in the point, though when the asset is purchased, 
die.rccord win shew the aaaal amonnt spent But the asset has to be used over a 
Bomber of years, and hence the cost attribidable to each year will be a matter of an 
aOimate-^ number of years of life of tbe asset it^ would be an estimate. 
Secondly, the cost concept prevents the accounting statements from reflecting the 
current position If there has been a change in prices. For example, Ka company 
acqdred a piece of land in 1930 for a sum of Rs. 50,000, it will still show in 1976 
this piece land at tbe same figure even though in the meantime prices have risen 
manifold. Those who look at the accounting statements, therefore, must always be 
aware of tbe possiUlity that the figures shown in the balance sheet, though strictly 

to cost, may not necessarily show current values. 

(v) Daal asp ect eesMcpt. Every transaction entered into by a firm or an 
institution will bave tiro aspects: if sny event occurs, it bound to have a donUe 
efibot TUs doable effect can be better understood if we remember the bnsipesa 
cnti^ concept under which the firm is contidet^ to be separate from its proprietor. 
When the proprietor starts die business and invests i sum of money, the firm will 
htve so modi money but, also, the firm will owe tbat^ amount to tbe propri etor. One 
BMy, tiierefore, say that the assets (cash in hand in this case) are equal to the daim 
of the osraer on the businees (called owutt’a equity or capital). Suppose father, the 
lln^ borrows a sum of money: tbe amount (ff assets will increase but this will mean 
that ont of the total assets a certain sum of money is payable to outsiders called 
ondRers. Thus, wc can siqr that: 

Owner’s equity or enjfital+CtaifflS or outsiders—Assets 
or 

Assets-^Owner’s equity+Clalms of outsiders. 

I 

It is firm pciod|de or law that the owner’s equity or capitsl or tbe daim of 
owdbn OB the can be entertained only after all the-olaims of outsides have 

been met Mnnilbstly, no one can legitimately take money for oneaelf without bat 
pnyiat off the enditon. - Theraftwe, tbe eqoiuioo can be amended to: 

Assets-Outsider's dsims—Oinier*i equity. 

TUa^mdmBeatal eqaatieB wiB dways hold good. In ordinal^ la n g u a g e whit 
R fieiBa is AltW of tlw totd anmunl of assets avtOaUe with a firm, first of iB Oe 
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Ajgf tvoit or/aoytr«ottodoQswiUlMveMi«8bot o&«at9tft«ttiheoMAa»i 
and citer OB th 0 dainu of oftditon or oa owner’* equity OB the ottwr. Weeanlaka 
afaireaample*. Suppose itfoommeaceiboiiiieu with a lakh of repee*. At Uttoatite, 

\ aMili» in cuh, will be equal to Rt. 1 lakh; owner'* equity will also be Ra 1 
lakh. If a loan yf Rs. 50,000 is taken the assets will be Rs. 1.^ lakhs and cteims of 
OM iMers wiB be Ra 50,000 and owner’s equity win be Rs. 1 lakh. If the osroer 
eoBlribittaafurther capital; there will be a correspondint increase in the amount of^ 
aaiels and in the amount of owner's equity. We are assumiog that *11 the assets ate" 
kept in oath but if eSih it used to buy tome assets, uy, bufldiqg, then the effect rtf' 
this tnuhaetion will be that amount of cash win be reduced and anotlm asset wffl 
«e«* teto existence. Ifpattof the cash balance is lost, say, by fraud, thra the total 
■ moBiit of assets erlU be ndnoed and since it cannot have any effect on ffte outsider’s 
(Maas, the owner’s equity wiii he lower. These few examplm would Show that there 
CM be BO transaction w event without a double effect, the effect being either to 
deerease the assets and to have an effect on ontsidera* equity (or etaims) or owner’s 
equity (or capitaO- The dual aspect udil enaUe ns to develop all the rules wl^ are 
required for a proper record of the transactions Of a firm. 

^ (rf) Aeeosl ees i es pt . A lUtk farther oonsidentioB of the dual aspect srfll 
show that the ower’s equity or capiialoattiBaease only if the attets famreaae without 
a oonesppnding increase in the daims of ootsMers. Of course, the osnser’s equity can 
ahmysinereaseifafbrthercapita] is introdoced. But. ordinarily R famteases as a 
iMdt (ff trading operathms. As a result of work done daring a year, profit may be 
maid. This eanm^ mean an incraase in rise amoiM of assets^withoiWM hwraase 
in eWfis of outsiders on the businesa Suppose, a firm tradas only for cash t la the 
befilanlag of a year it has Rs. 2 iskhs and it ciriau that at ffie end of the year it has 
earned sr proth of R*. 40,000. Its cash bslanoe must be then Rs. 2,40;000. Thisis 
baaed on pure oothmon sense. IfgoodsarepardiasedatRs.30 and are sold at a 
profit of R*. 5, the amount reaUdl most be Rs. 35; ins te a d of the previout balane; of 
the Rs. 30, there is now a balanoe of Rs. 35, the increase is equal to the profit (tee 
must keep a note of this ftindamental feet, though it is often lost sight e£ tihat if profit 
has bean eaned it must have led to an inoease in assets and sinoe the daims of out- 
sIdsTS on the busiaess have remained ooas t a at, it must have led to an iaoreste in the 
owner’s equity. One can say, therefore, that a firm eaa be said to have earned a 
profitonlyiftheowim’seqaity inmcasesaadoBfy lo the extent his equity has in* 
eieneed. ffdierebadeoreasefai Aeowner^s aquili; to that extent the firm tos 
fufenei n loes. A point te note h feat if a t r s iM to HM kas been e n te r ed Jatoofan 
MMlhne neentred, he uontequraose must Miow. It Is hstfMtnat to le ee rt l the 
■ aMtoMtoeesnsMtfecttbesenthiotohtrii he eddf a fter ■ M to thna. VithentaMfea 


iMie in M 


s enoblp m to 


dttaaiaeomaad enanse. Aav Item iMeh 
fe ItoeRM 




SMnIF ooflMnioii of OM fotin of MMU into Another, 01^ tpplicttion of in^ to pny 
«ffniiliid«ird«imt,rte. When faterot fa paid then h ndoetioB in the tmoniit 
HMts «i4 n oonre tp onding redaetion in tbt owner’s equity. This is an expense. If 
aeottoriMion fa earned for work doA fw a costomer, there win be an increase in the 
totid anUMmttrfassets and. also, an incieaae in the qmer’s equity ; it is, thereftne^ am 
iaooflM. If oash fa used to buy ofito equipment, then is no increase or decrease in 
. total aaosnd of noeta or in the'owner’s equity. This fa ctmvertlng one asset into 
,i 'another. At the end of a year the valM of theoffloe equipment wili be lower because 
ofuMvandtear anddepreciatioa. The total value of assets will be lower and so abo 
the ownerfa eqidty. Therefore. dq>reeiation fa an expense or loss. We have f«iired 
of redaetion or htorease in the total vahw trf' assets. The same applies to an increase 
or deonase in the dainis of outsiders. Total value assets remaining the same, if 
thh dainis of oatsiden have increased, there is bonnd to be a redoction in the ownw’s 
equity, this wiU be the result of an expense or a loss, amilarly. if the ewnerfa 
equity hienases because of a reduction in the daims of outsiders, total assets 
reoudning constant, it will be a ease of income. 

At'thb state, we may also distiogufah between incomes or nvennes wUdi 
'ffesuk in the oidinsfy oourse of operatioas and those thst result in an extrsordinaty 
numner. ^iHiea profit results ftom manufacture and sale of goods, it is in the tmlinaiy 
oowae of tmineas but when an asset, used for a long time for carrying on operationB, 
Is sold at a profit, the profit fa sorely extraordinary. In the same way, if atmiehow a 
IMIity is settM for a subdanoially lower sum of money, the resuhing profit Is 
natraordiaary. Om may designate the profits u capital profits and others as reveaaa 
pr o fits. In Ae same way, one can dfatingnish revenue losses and capital losses; if a 
buBding Is soddenly deseed by fire and is not covered by insurance, it is an 
estraocdioaiy or capital loss. There is good advantage to be gained, especially 
firom Ae point of view of management, if a dear dfatinctlons is always made between 
the two types of profits or losses.' 

(v0) Bsnllaariew eawea p t. It is a Andamental rule in accounting that 
graft is not recognisBd to have been earned till it is realised in esA or a third party 
has lewdly become BaUe to pay the amount. 11B this potof of the amount beemniag 
reoovetaUe ftotn on outrider Is reached, one cannot say Aat a profit haa.been earned 
Ordinarily, k Is not certafa Aat the goods produced will be sold at a profitable price. 
Maitat eoti dklpna olpaiys change and, as Ae saying does, "there fa many a sHp 
betw ee n Ae 019 and Ae Up"; if somd^ Ae sale does not take place the onto eflbrt 
and As iiiooey involvad A pradodag Ae goods win go waste. That is lAy account 
«bA-A kfa^a eenearvatlve position, lefase to record a sale naless tito third-party has 
■itoinariitfd itseifto pqdag the piice and only Ml the happeaiiig of this will riw graft 
bainid'Ahaveaifeea. thereisooeeiceptioatoriifanile. tf kfareasonal^ oednb 
Aitnadiairillarfieon^ goods alrea^ produced or pwnhased or any aethUys 
aiwiady amdertakai dr n traasnetion Auady e n tered toto^ aopoontaat 1 AI idu 
AwtwpiiftBjiy Into a B enu w t. Snppoaogooifa have heed pradaaed at a. ' 0 od of Ra. 

Jfa 'toffadn Aft 'tlid' wiQ bar sold ft aubstaatfaHy Ao«w.,;. 
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8s«n^ the Moovatwt witl trfhM to reootnue tbe pro^t tOl the tale tctaa^y. takes 
piM» JBat if it it reanmably certaiii tfiat price laalisod will be Jess thaa Sa. 100 
n{f» le. 87, the Moooat aat will oMwMer the goods to be woith <»ly Rs. 97 and 
w we gai ee the toas of Re. 3 even Move the goods are sold. 

AD tbe sevra oono^ts discussed above are tbe ground rales oo tbe basis cf 
wUoh Om aocoontant does Us work in a lystematio manner, ffthereis anydepatore 
from dieseconoepts, it is the doty of tbe accountant to make known the fact so thfet 
those who stody the iafcMtaation are aware of the true meaniag of the iignres pu t 
before them. 

NttU. The Intemalimud Aocoontinf Standards Committee regards Going 
Conesm. Con^leoqr and Aooorgl as the fondameatal assnmplions. 

haeawtsilav demTssstiesse aaid iwsmal fimaweial Stateaemita : 

We have seen the oonoepts whidi govern the accounting record. In addition, 
tiieie are cooventfams whi^ are foliowed for the purpose of preparing doaoeial state* 
meats. These ate the following: 

(«) MattrkHtf t» Utelcmart. Botii the statements rnnst give suffioieBt analy* 
ail of the dgnres, wichoat wnneoeasary detail, to enaUe the person studying them to 
have koowle^ about aO the signifioant frotors which have led to foe figbte or to 
the finaaeial poaitioii. The real test is one of materiality; if a flgnra h materiaJrIt 
haslobedisolooed. ARiuremaybe material by hself in the sense that if H is 
margsd with other flgnres, it wU doud foe vision. For example, if arrears of salaiim 
aad wagm, hifeipaeCofs diqiute oontinulng for long, are added to salaries and 
wafss (aad if the Ignn libit) it edU give a wrong idea of the salarim of tbe wafse 
btt of foe oompany for the period. The arrears, therefore, should be shown lepnn* 
taly. However, if only nvwy small portion of foe previous year is covered, it miot 
not be inivonvw fo Inuhide the anears for tbe preview year also in the oanent year’s 
ggei e. A Rgare is tresded to be iBBterial wRh refoteaue t(* the sob>bead under which 
RislncInMaiidwifoiereienGe to foe effect on tbe profit or loss. MiteriaUty may' 
iRlo arise ifoBB It iadloatm a depaitors from ptaviow year’s pcacdoo or aome serious 
bipss. For efompls^ if a firm hw been snbjeotsd to a fine fora iifoer serious oflcnce^ 
(he Am diouMF be dMoeed separately [Alio eee (jb) belong. Wbat b material dqwade 
on tbejadimeat of foe people pieparlag foe s te t em e ats. No hard and feat mbi ew 
ba Igid down in fob lespect. 

(h) C m uUttmj f. Sometimei it b poerible to ebooee o^ of many abemativu 
mifoodifovafnftlealaroewMoraotion. Forfuastplndepreciislioo i^beeakqla* 
Raff by 8Mdtai tbe eori of dw aaeit tor of ib oeefU lifenaid fom dspm^ 

liM saw batieatud as.dWailocmslMits from year, to yfj^^. Batkis aleopoi^to 
aiiil foe madtod known af foe StadakUag vatae amt^ an^ wUsk bes^vy 

fflilitoialisn b ohacpM to iberlritW yuais abd dm jfoasfi be^ps^ Itthlm 
§m'' A i Mu s r a hasimri^ttosbuostftpsHdtottioswdtodibto k 
. foat dtodM* madM<l.«fli ba.folinweil s^itijiiaifr (jam - yean Antosaik vfrdlimiia' 
bf osmmaib * ■ bapbiBF wmiiiipdtoadi;;W. fot 
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sbo indicite thd dilEuwoc i4ticb hu been ouMto to tlM* ronlii m a ooiim((b^boo of 
tlM ehan^ Noedlctt to ny thot flreqtient ohMiset ore not «t ol iIu ct tboy 

w8> ooBipletdjr dettroy the companbiltty <d the reeolte of one yeir with those of other 
yom. What is stated above is tme not only with tefeience to depteciation but also 
to a.l ooniaes of action where akernatfyes are available. One of the commonest 
eaampies is regarding the method of vainatioB of ctosini stocks. A method chosen 
should be consistently adapted.. 

(c) Qmttrmttm or prudenet. Many frauds were committed in the past 
by inflating pre^ and by showing^-a financial position which is much better *h n«? 
what redly is. Aooountants, therefore, have been usually cautious in stating the 
figures in the profit and loes account and the balance sheet. If two figures are possi* 
ble, they will normally choose the lower one, in case of profits or assets valuation; 
in case of I'abilitim or costs, they will tend to choose the higher figure. This does not 
mean that figures of profits or of assets have to be deliberately deflated or of libilities 
or costs to be inflat^. Vbat it really means is that much eautioa has to be 
exercised. 


Badealty, it is out of thh desire for caution that asset values in balance sheet 
are stated in ease of as8ets*at cost less depreeiation and in case of current assru at tbe 
lower of the cost or market price. It fixed assets continue to be stated at cost less 
depreciation and, if in the meantime general prioes are rising, the-actnal financial 
position will be mneh better than shown, though this leads to profit being stated at a 
fignre which would not be justified by enrrent values. Asa principle one ean uy 
that the balance sheet should reflect the current market values of assets. But because 
of pnrtioal difficulties in revalnmg the assets and because there is danger that valuoa 
may be grossly overstated, fixed assets are shown in balance sheets on the basis of. 
Ustprical costs less depreciation. But as regards currents assets as they arc for sals^ ■ 
they ate shown at maikxt rates if sudi rates are bwer. 


latur iwinti—Mp beew — Profit and Louu Ac e m wt uad Balaace Shoat 

Really speaking, tiie two statements between tbemselves take care of the tofid 
•xpenditare incurred. Of the total amooid of money spent, some are entered in 
profit and loM account as expense or cost and Che remaining are entered in tha 
balance aheet as assets, for example, a trading concern purobues goods to the 
extent cX Rs. S.00 lakhs and at the end of tbe year 1/Sth of these goods r wn a in a 
unsold, fiieo Ra. IXX) lakh win be shown in the balance sheet as stock in hand, 
asaaaiMtandRs. 4.001akhawflIheshownhithe profit and loss account (or the 
trading aooounO na ooats'lncnrred for making the s^. Of the amount of money 
spent on wages, salaries, rent, power, tec., nothing is Aowa in the hdance sheet 
unless a put of.tae paymect reiatos to next year in tbe sense that next year, for some 
time, senrioe ean be obtained nfit^oot makiag any addition^ payment. ‘ If a maohina 
is pordiased oosting Rs. 80,000 and is expected that it will last for 10 years, then in 
'the jfirst year 1/lOth of the cost, namely, Rs. 8,000 will be entered in the profit and 
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to iwiiMi li «» 

upiiio>iwt It i> wtpwm ml iIm inwirti^fti- i4,000 w^y keU to toMwkiito 
MteaitoMlMaiiMt TtoiftpfltotoM^tolMceitoit MMIyaeM^ 
lMPtolHWto«riaMiM«itonMttotoilwMtettopnft aai-top Mnwt. ITm 

Witof in nit h i lnf u i l h iliii prtrfH nA Tirn fctirtrwf ifci —mjtoi 
p-<totoliato Atot to aiMU Pitt to lower tad i<or.vfrM. AIm^ to lup topa poioM 
totalnii^ritototo'eeqoity h offaeMI hj Ae pioAt «r loMk TtopnOtMi loto 
BBOtoPtlwelttaiwy wpMtottedieiiitotiJto fliMUtolil poeWoBficotoonifenoA 
.tfMMtt. Ttonfon,dMpmfltndIonooeont aadthetotom toendHi^lD 
tD|i^ aad toqr Aoold to md tofetlnc. 


Aehntotopeiitodott«to««,ofttoto^ etpeaditim faMmd In ft jreer 
nd dkOM bfooiM formed firaa pravim yeen, « eer^ ftoMMiit it deated it as 
iipetoeaadflbaffedftiftlftitt«vaBgtoofttoywr,&ft., ddWtodto tto pnAaadlon 
MoonntaadttofeaMlBiBttoMtiniieftfeiedftrmidtolteMSt ynr at an anet and 
sbomiiattobaltomilicot R fa an ha port at onttaa at n to>w nBch <rf thit 
ifaovld be ao efaarfad atalan the pnA and Jdn aoooont nod . ton anofatoto to 
parried fanned* AmMwnt'athoai^ wUldionttotir the aaaoanta an not deter* 
■toed propaitr, both the pmdnltolto year, aad fa* balance atoet wfll to mong. 

kn^^nnm jmflliiat mmA wmittmoA » MiIIhI li 

.)aoa<malapofntandfaapriad^for ttoeofiwt aBoeitionbrainonntB betwee n 
^pe^MlonaotonnlMdttobalHmaliMt. .Itootent ofooet aBooatodand 
tripenaaeapnMinttopeaitoadlonMBMptoitoomparad wfahtto nveaM offae 
nriodtioanltotofaaprottorlQnlbrltopKioid. Thfa fa toownaatto natcfalng 
vinelple. The taaeana or the tenotoa b tin praAt nd Ion aopoont tbpold hare 
tebraaoeterinooitaandeapenaeiinoMeednittootter lideof fae yeofaand.bn 
lOiMoat and vfae toree. Ufa only than that a proper e rl e tlo nhl p b etwee n cotta nd 
Mqpenna on the hand and eeraann on ttoofaer, aad riao between the profit earned 
and tonl i e weann on the othn, eon be ee bh i fafa ed. Thfa principle, eafled the nanhbg 
Mfawii^ baa dn andnnwn rioned iiapBeitbni:. 

(1) Ifnnrtablbnefieinaw-oriaeQMfaMIe^: b^ peofa -aad bee 
aeeotodondnoeadfaride^theneofibodMtafdeall eipaaen inenmdin.iendnbg 
^aerrieeor pro^hrclnp tite gourde f. l^ane *peodrtee^i • the eewenae^ rfaenid '^^e 
toti e e l R don not ntoter that .oartab eapenaqa WeatOl to to eetdad beaafit. 
fanaifthepayaBentfatobeaadeoenyoarorwtonode in faa pnabnayonridw 
ipBw tt oft^enpenhtobtoetonodbtlaoBrepnt yaac’e praHniribnaoootffa 




IbnwdloAvaMttyttfaadAoimiathecKKBlyMf’s bdnee ahaet u nanat 

s tse k f- enuring it oatfw riglit>haad 
sideoftbelpofltaadkMiaoooaiitistlieMiBethiBtu dadnctlBg the amovati fton 
the oortioceipetfWtqiteKd on dM debit tide. The laeaniag the entry in leveet 
ofdoriafitodcietlittaiaoedMiaktwinteka ^noe out year, dw eoitt in letpest of 
tteoooeemedfoodtihoiildnotbeditigedtothiayeer^iadltand kut eoeoantbni 
to dWMit yeet>. Next year, the doctogttodk of tUt year wOT be treated u a eoet. 
y aad dMied to the fyodt and loae aoootmt In a nuuinfbetariag «"«"p«ny the amoaat 
tpeet m grodocti partiaBy ona^ileted win he ealned at nork^protmt at the and 
of .tho year and idB be aaiiiod fonraid to the next year and dargad off »g »««»^ 
the rai«MMi of the next year. If the beneflt of aoote paynMot made dda yealr la 
Hkely to Mma'next year, alao then a oorreapoadiag amoant of the expenae ia carried 
and ia dedneted firom the expente relating to the onrrent year. Thitia kaownatpre* 
paid expenae i examplee art'inanrance premium paid in advance or rent paid in 
advance, ete. 

(3) If aome revenne haa been received dda year bnt the woric to mpetn of it 
will be done and eipenaea incnrred next year, then the revenne will* alao be cAnied 
forward to next year and treated aa income ooty of tibe next year aqd not of dito year. 
For example* iaoaae of eoBpanieawhidi iaaae jownala or aewpapen^ anbaoriptioea 
mqr be recad^ for a ftan year, part of the period fidUng in the next year. Aaorraa* 
pondtof part of the ■dbeer^tion received hm to he abowaaa only next year*a ineeeae 
edicn dm coplee c o nc e rned will be eoppHed. 

To the a ud a h huprincbale there le pee eppeieni exception. Ifttmeiaany 
loeelnreveelofwhlehnorevaaiiieorinoonielieebeen reodved, the leaeatin moat 
baduuiad off agaiaaClheeatreptyeax*a profit and kaa aoooaat aW if the firm 
owna fixed aaaata and the dqceciadoB dq^eada on pnaange of thne, the coicent yeBr*a 
depcedatkmiDBatbeebortMltodie profit and loaa aoconnt even if the machine 
lemaiiw idle and no gooda are prodoead <x taeome or reoemie received. Aocoontaate 
are by nature ocneareitive. If a loaa tofikeiybecaaae of flutne already in operation, 
the toes wffl be taken halo abeotmt Botooprottia oooa l deiedto have baan aa r nad 
ratil k notnhOy aoacoae. 


Pflot i Paper CP., 8ttNio diifii Mr (Rqprld^ . 
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AOOOUNTIN6 FOt IDUCATlONAt tiOTtnnlONS 
Ttw OifaniMtiooal Pttltta k Salkat fnlaics of aa EdacatioMl laHitatioe: 
The Educational ImtitutioM vhieb an flincHoahni% India aia noiUy tcgii* 
red at Societkt under the Indian Sockflee Ra|istfntioa Act of 1160. laMNaeaf 
the Sutee, where Publis Tnut Adi have beea p awed all the SocMki ictUared 
under the ladiaa Socktiee RegiilratioB Act, 1860 an nqulnd Mr be itanultMwooiljr 
regiitefed under the TraM Aat. ftnwifdhuly, of Mahaiaahlra. all the ^ 

Socletice ban eimuHaaeonely been w glwete d under the Boatbay PubUc Trait Act, 
1950. 


The TnuU/Societiei an autoaonous bodiea with office bearen cooikUng of 
Preeident, Secretary. Treaenrer and Executive ConunittM Membcra. The General 
Body constMs of all the Mamben of the BoMety. la caae fd SocMw/Trust whkb ran 
number of coUeges aad Kboob etc., for managitu the aflaJn of each individnal 
School or College, there ii a govern in g body, wherein head of the Unit, lach as 
Principal of the college or Head Mastci of the School, u the caae may be, an alio 
member! of the Governing Body. 

The function of tbii Governing Body ii to luperviie the imooth functioniag 
of the individual School or College. Under the Univenity Act, each College baa a 
Ooveroing Body which b a lUtutory requiicment The Priacipal ot the College 
is ao Ex-Officio Secretary of the laid Ooveraiag Body. 

The basic teaeti pn-iuppoiei, that part of the expcawi of the educatiooal in* 
ttitutioiu are to be met from the fundi taiidb by the educational hutiiutiona tbeni*. 
selves, either from donations, or from charities, collected from benevolent ciiuccns 
in Ibis country. 

Tbe State Oovernmcati through gnuit*ia*aid codes have evolved different 
patterns of giving iisisUiiice to tbe educational inatltntkma. Time k, as such, no 
uniformity in the giving of assistance to tbe educational hotitutimis la the form of 
grants. 

All the edtkalional tastifatioiH follow flaandai year as their accounUag 

year. 

Soureet of Ffaiaace for ranidng tbe Educational lastitutioaa: 
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0) Ortnts received from the Govemmeot. 

The Govt, grants are of four kinds ;• 

(1) Maintenance Grant; 

(2) Equipment Grant; 

(3} Building Grant, and 

(4) Such other grants as may be sanctioned by the Government from time 
to time. 

DooatioB from Public 1- 

Tbese are received either for recurrent or non*recurring purposes. Oona* 
tions are received either in cash or in kind. The “in kind” donations are in the 
form of land and buildings, shares and securities, utensils, furniture and fixtures 
and the like, generally with a desire to perpetuate memory of a distinguished 
member of the family of the donor. 

Capitation fee or admission fees : 

Amounts are collected from the parenti/guaidians of the students who seek 
admission in the educational institutioiu. These are either in the form of capitatioii 
fees or admission fees and are generally collect^ by the Parent Body which runs 
the ipstitution. In recent times, such collection has been a matter of severe attack. 
Laboratory and Library deposit collectian : 

These are generally collected by schools and colleges and they remain with 
the institution till the student finally leaves the institution. 

The School Code has prescribed the rates of charging tuition and other fees 
from the students. 

A separate account of receipt and expenditure shall be maintained and sur¬ 
pluses car/ied over to the next year. The following are the main items on which 
term fee can be used :• 

(1) Medical Inspection. 

(2) School Magazine^manuscript and/or printing. 

(3) E.xaroinaiion expeosei i.e. priotiog including cyclostyling of 
papers and supply of tnswe'cl^pks if there is sufficient balance. 

(4) Contribution to atheletic and cultural associations, connected with 
school activities. 

(5) School funciioni and festivals. 

(6) Intcr-closs and Inter-Kbool touioixnents. 

0 \ Sjwrts and Gaines-inp}or and minor. 

(i> Newspapers and magazines. 

(9) Extra-curricular exeursions and visits. 
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(10) Sdiool oooiptlhioMMBk M «toc u t fc » wptt M oa eU. 

(lU Souting and Qnidins. 

(12) School Band. 

(13) Social and Cultniml acthdtin and cqu^ment req u i r ed foe the imm. 

(14) Vocational Guidanoe in gcaefat. 

(15) Prizei for Co-eurricakurnctifhiet. 

(16) Any other extca'carrioolar or eovarricalar aetivitiee. 

(17) Maintenance of playgnMind. 

(18) Porchaie of hooka for Pupib Libcaty. 

(19) Draaring and Craft material. 

(20) ABdio»Viittal Education. 

(21) Curricttlar aiaita and aica n iona. 

(22) Eqaipment for Phyafcal Edttcatlon. 

(2J) A.CC,. N.C.C and N.D.S. 

BocMilag Granli 

la tba form of Mahitenaaca Qranta are raeaivBd in iaatahnenta ■pnnd cNrt 
threaghont the year. 

The School Code provUaa that proprie to ry adiool or oonage i.e.» ( i Mtlta lkM 
whiGbannot nginmd ahher under thaSodetkillegiitration Act. UdOorthe 
Boeabay Public Truat Act. I9S0 or any other Act that nay be apedilod by the 
Ooveraneat) and conaranal' acbotda not be eligiUe for nay grant ftwn the 
G o wn m eat. 

Aaeaaee efEipaalHare: 

The SAool Code providei a detaSed list of iteni of eipenditnre whM 
admMUafor grainteuid: 

(1) Staff aalariea and allowaaoaa. 

(2) Leave Alkmaaoe. 

(3) Bad CKnale Allowaaoe. 

(4) Water AUowaace. 

(9) LeaveSaiafy. 

(6) Ea p end l t o ra of tcaiaing to tea ch e w . 

(7) Peoaioa or OratMty ea aaay be applicable. 

(8) Expenditure oddMappoiatneniflirUbrariaa. 

(9) Rent, Taxee and I n aura n cu. 

(10) Other Centjaganciaa. Under tMa hand la cnucied nyeadjtnre of priithU 
and atadonery, Conuepnnee Bipendllnfe^ Espendihin on pnnhanad 


dbr fahfchno 


s 


01 ) 

iir> 


4ate4 1-9-1923 ai 
Mhorilancooi 
Sdiool Garden. 


IteoiMlarS parcnttortbe amoaatoftraMaf 
Mootorl*l/2 parcntoT Ae coetoftha 
•■d ■■d« OomuMBt Retoitttioa No. 2321 

firoai to tima. 


Phyrical Bdncatioa. 

(IS) Priaea 

(14) Expaadhara on Qxqwrativa StMca. 

(15) fee paid to the Board IbrreeognitioB. 

(16) Matatenanoa to Tiffln Rooma. 

(17) Bonus to Tcacbem 
(18^ Blaetrical charges. 

(19) Talaphonecharges. 

(20) , Esp^iture in connectiOD with Conferences. 

(21) Subscription to Educational Assodatidiis etc. 

(2^ Medical charges. 

(23) Audit fa^ of the andilon in accordance with the prescribed scale. Tbt 
n^im^ behif Rs. 75/- opto admissible espenditora of Rs. SfiOO/- and 
ma^nm R|. 300/- for expenditure over Rs. SO,000/-. 

(24) Sdm-taxjnkI General tu on purcbaics of the school requirements. 

(3S) Paymadts for merit achoiarahips. 


Educational Insthutions are required to prepare an Income and Expenditure 
Account dad Balance sheet for each year. This btt been discussed in study A A sped- 
man for income and expenditure A/c in given a this study on page 20 Appencdh A. 


ranaamaHoa of Accounts 

‘ Tbe Bombay Public Trust Act requires submission of statements to the 
Charity Goinmiasioner in a consolidated form wUb the result a Society or.a Trust 
aliidt is controlling multiple institutions right from K.O. classes to the college 
ivel is lequired to consolidate all the figures of all the institutions and group them 
inder appropriate heads prescribed under Schedule VIII A IX of the Bwbay 
Niblie Trust Act (specimen of which is appended as Appendix B-Page 23 herewith). 

The eonsolidatioa of all accounts is something which requires skills and 
sbour. Where theta is only one or two institotk»s under a Soceity. it is not a 
Uflfenlt task to prepare the consolidated accounts. But the trouble starts where 
waral fanthutions qre ftmctioning under one society. Here also the work can be 
ain| 4 VMM|i with less labour if the groupiag is done step by step. Asa 
pwtUrpfpopTMiaacemainteaanc* ofaiegisterto hicorporatc all the entries fpr • 
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eoMolklation will ptov« of fanmeiiM licip to the auditor. The maintcaaoce rtf' the 
m lrt er will prove of iatskcaac he^ b the fhtnre ytart particularly when occaiion 
aitea for tracing out the deteik pertaiaiag to any qwciflc inttitution. 

For example, if it k the oomo^ation of echolarahip account appearing 
all fatttitntiottt, then take iaitiiate>wiie opening balance, add thereto the acholanhi 
received. From it deduct the amonnt diibuned during the year. Follow the prooc- 
dare for all the inititatioM. Theeum ofaU f^liguree will appear in the h^ance 
•beet. Thir will repretrat the unpaid aeholanhip which can easily be verified with 
the list of students to whom it is payable. The register will also help in taking a 
dechion regarding the amount of scholarship rafimdable to the government or any 
other authority from whom it is received. 

An speciman consolidation Account it given under appendix>B Page 23 

ACCQUNTINO FOR STUDENTS* HOSTEL : 

Doe to spread of education at village and taluica level and the fact that 
the colleges are also run at such places, such institutions are also required to open 
and run students' hostels. Government grants are also available to such hostels in 
abundant measure. Such college hostels are to submit audited statements to the 
Education Department of the concerned area for release of the grants for the next 
year. 

All the requirements regarding approval of the hsatitution, sanctioning and 
' release of grants, audit by Chartered Aoopuotants, audit by Accountants Ocncril’s 
ofiSoe are applicable to these hostels. It will not be out of place here to cover the 
accounting involved in respect of such hoetels. 

Income a hostel in earned from this following sources 

(1) Rootn^ Rent 

(2) Rent of Fomitnre and appllaaeei e-g. fans, cocders, beaten etc. 

0) BIcetrio and iwater charges 

(4) Common Room fee 

(5) Reading Room ibe 

(6) Medical fee 

<7) A*SMiat{oa fee 

(8) Admifsiottfiw(NawMtnBti) 

(9) EitabUdimeat 
(1(Q Comervaacy 
(11) Tnatport 
<I2) Meetahargei 
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Similarly MpeaMt are bookad nader the foitowng Iieads 

(1) R^aiiaaad MaiaMaaaoe 

(2) Blediicity aadaraler 
0> Ettablkhmenti 

(4) Depcedatioa 

(5) RaetqfaeooaiodatiOB, if hired 

(6) N fl wip apef aad Mafchiea 

(7) Indoor gaiiKs materialt 

(8) ProvWon for men 

(9) Medical expetun 

(10) Tramport coet 

Aceountiat for men income and expenditure may be done on the basil of no 
pcoSt no ion. Other fen and charges are pniodieatly revised on the basis of actual 
eipeaditure aad likely increase in coats. 

Caution money aad Men Advance is kept in a separate account. This is 
nfhndabla whan a stn^t leave the coU^ boetel. 



• btlnmalHil*— 


From dw Iblowiiii TkU 
Doo., 1M3 pnpu9 m I 



Fmitari JkHMiap 

AdditioM to Pamiine (dmtagdM >Mf| 

Libnqr BoA 

AdditloMtoUkmqr(MitiMy«M) ^ 
B«Udlit 

OcMnTfaKimimmt 
lovmtoMit Rmmvo Fttad 
8nBdf|MMor« «a4 CMMon 
Bbiimm 0m 
B nidMiieatM 
9WI0 b9iiob Monw 
X:oftifteatarM 
HtNoTSeoiMy’olUI 
lattnot «B iBvoitaimt 
SoadnlUet^ 

Stiff owrioi 

Frimteg. StitloDOiy AdwitWi 
Tuciud luufioei 
BuminitiOD Exmbm 
Sabicriptioa of hfiodladi 
Prim Trut FOad 
Prise Trait iBVWtnNiit 
Prise Trait Ibooom 
P risee Awarded 
Prise Food Baok 

DooitioiN received (to be c a pit i H eei) 

Oeaeral Expmiei 

Capital Fuad 

Cm at Baak 

CMk hi hand 


Dr. 

ffi. 

12.M) 

3.200 

17.300 

A3oe 

2.73.000 

1.30^000 

S/)00 


10^200 

1.000 

300 

duo 

1.200 

13,800 

450 

275 

,37s 

3,500 

300 


5,04.000 


Ck 


13,000 

14.300 

13,200 

^400 

500 

5.300 

dlSQO 

dOO 


15,000 

630 

13,000 

3.89.130 

SMQOO 


ThefoUawiaf ftirdier iodanutioa ii $ttpiXlioiio enable son to make the 
MOMUy ftdyiHtMttll 


SttbiOfiptiott 

SHlMOfyilOtt IlQVfW ■ WfHSi 

latent on Oenanl* 

' Staff nlaiin onMttndtal 
IhmaiHowwwifiH 


Ki. 

W 

300 

430 



Lftc^booki 15% pA 

Fftaititn ft Utimi 9% piut 

9%MU 

TteMtkft nftNofOflMnllMMlMrtiwSIftDK. 19l3««tRi.‘l,3dgQ00 
jM >i» Bof nqBfacd to MkB «qr pnvUoa fcc thh MD )• mliM. 

ttunt UmilHi Stdity 

boooMft Expenditun Aooonatfecdhe y«ir cndint 31it Dec. IMS. 




lA 


Ra. 

Ra 

To Staff Seltrin 

10400 




Add OoMndiog 

1400 

12400 

• 

Add ootatandiDg' 4400 


M Printing ptationeiy 




24400 


ft AdfcatUng 


1400 


UM MXCtntG IB 






adeaaea SOo 







74 , non 

w Tam ft brafiMB 

<90 


$9 

EatnaoaF^ 


Im Pn|iaid 

500 

300 

99 

Fm 

mo 

M Bmahiatioo Eapeam 

too 

99 

Certificate Fee 

9C0 

SaheeriptioB toPtriodicali 

itxo 

09 

HtaeofSodety’eHaU 

<400 

.. Oaoaral Expeawa 


375 

99 

latereat op lavcetawnt 


^ Pepweiatioo 




Received 9400 






Add Aocnied 490 


tJbcaip book 

S4T0 




5490 

fNndtaieft Fitdnpi 7S9 


99 

Saodtp Rccclple 

MO 

ffailcttv 

11,790 






' h PI ■ 

17405 




.. ibom of 






Om Bipeaditnio 


11410 





591490 


99.190 



]0 

Baiaaee Sheet of Bhorat IMHcattoa Sodetf u m 31i< Dee. IMS 
LlablUties Jts. Amtt 9 >. 

Boildhtf cost 2,7S,000 

Leu DepreciatiM 13,730 2>US0 


Gipjtal Fund 

3.89.130 


Fumitured Fittinp 12,900 


AM Exceu of Income 



AM Addition dorbig 


over Expenditure 

21,870 

4.11.020 

tbe year 3,200 


lovextment Res. Fund 


15,000 

15,700 


Prize Trust Fund 

16,000 


Less Depreciation 78S 

14.913 

Prize Trust Fund 





Income leu Prizes 

200 


Library Books 17,500 



— 

16,200 

AM Additions during 


Capital Reserve 


18.000 

the year 4.300 


Subscription received 


• 

-— 


in advance 


300 

21,800 


Salariei Outitandiag 


1,800 



Soadry C.'rediton 


14,500 

ten Depreciation 3,270 

11,530 




General Inveatnent 1 >30^000 




(M. V. Rt. 1,30,000) 





latemt Accrued 

450 

\ 



Sundry Debton 

9,000 

\ 

\ 

) 



Prize Tmtt lavettmcBti 

19,100 

1 

\ 



Prize Fund caah at Bank 

279 

\ 



Cash at Bank 

9,300 

i 

i 



Cash in hand 

300 

\ 



SnbecripClaa dne. 

4,500 

\ 



Taxea ft Inraranoe prepaid 

500 

\ 

j 


4,77.020 

Knjm 


\ 


I 
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ILLUSTRATION 2 

¥nm the felloirlac hihucce imi ^ Reprtlie pwpwi 

bcMie * Expeaditan Aeeeuatfor 

the year eadlaf March 1984 

aadiMnace 

Sheet as aa that date: 

Rs. 

Jtt. 

Seminar & Conferenoet Receipts 


4,80.000 

Consultancy Recipts 


1.28.000 

Security Deposit—Students 


1.50,000 

Capital Fund 


16.064)00 

Research Fund 


8.00,000 

Building Fund 


254)0.000 

Provtdend Fund 


5.10.000 

Tuition Fee received 


84)04)00 

Government Grants 


54)04)00 

Donations 


50.000 

Interest A Dividends on InvortmenU 


1.85.000 

Hostel Room Rent 


1,75,000 

Mess Receipts (Net) 


2.004)00 

CollafS Stores-Saks 


7,30.000 

OgjUMitim Eipenses 

34)0.000 

2.254)00 

noA •C—Storss A SoppHst 


PucdhMM-Stons A Snppliss 

14)04)00 


Sahrias—TeadilBi 

1.304)00 


Reiaareb 

1.204)00 


Sdiolarsh^ 

80^000 


Stadaals Widfare Bspeases 

384X10 


Kapairs A hfaiatsoance 

1.124)00 


Gaaas A Sports BxpsMsa 

304100 ^ 


Miso. Bspsnsss 

634)00 


Rsesaidi PiaM lniastnii«ti 

84IQ4IOO 


O^fglawstpRlf 

« ' ItaMiMO 

m % 


'• I 1^'- 
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F rttfidw d Pwid iBtwcun 5,10^ 

tMBiurJkCoBr«fMnEEp«m 4^01,000 

ConiHtncy Expaam 2ly000 

Lud 1,00^ 

Mldioi 16.00.000 

nMt*y«BUaM7 t.so.ooo 

Fvatein A Httfoii 6.00.000 

Motor VebkU 1.80.000 


Proviri on tor Deprcciatioa 
Building 

Pint A Equipment 
Farehure A FittJogi 

CmB at Bank 6.42,000 

lAnty 3,60,000 


1^3.85.000 


(1) klaleriab A Supplies coniamod : 

Teaching 

Raaearch 

Students Welfare 
Games of Sport 

(2) ' Tnition fee receivable ftom Govt for 

badcwatd olaps Sdiolari. 

(3) Stores seUint prices are laed to 

^ve a net prollt on W9i oa saliag price. 

C4) Depreciation is p r of ri dad an slralstt line 
Baris at the feUmring ratss; 

(1) Baild^5% 

(0 Plant A Bqidpamnl 10% 

(3> FMaitBraAFhlMaaM% 

14) liolaiVelielMaQ% 


44<MIOO 

s.UMm 

3M0B 


1,033^000 


I iii{ 





IB 

' 



WmrniiHtnmni 

ItoMBiCi 

toMftotoe 

fl. 



Mm. 



Mm. 


tJMflOO 

■9 

lUttoaftOtlwr 


ImMch 

1,20/no 


fto* 

9*^61111 

** IfaMriri* a«ntfn 





■< 


M 

Oovt Orsots 

jjWjOOO 

iMfc^ 

SOyOOO 

f 

Ipoomelnn 


iMNWCh 

l^fOyOOO 


lovMiiienii 

t WOM 

** S^dnAMalMaMRot 

1.12JOOO 



. 

** %eiti*OaMftBip. 


m 

Boom 

Vifitn 

Cuk SOjiOO 


4 



llalt- 


M 

MmBmoIph 

onoano 

fWi 2M00 

7Sp» 






M 

PtoS|p«toiMnlM 

TSJDOO 

" thkbati Wclfai* Bxp«MW 





r«»ff StiOOO 





• 


•t 

SeBtaar tnd CoofmncM 

liUMrUk 75jm 





** Miw BspMtM 

63.000 


iMom 4,10,000 





Lm 


•* lclM)l«nhi|M 

TOfiOO 


Es^ ^/m 


** PipWBhtlOB 





MMill 

n/no 

•9 

CoomlUncy 


Hwt ABqwip—t 

is/no 


tbwfN: 


FMnitiin 

wfltn 


iMOM 1,2S/)00 


Motor ViUelH 

iifioo 


Lm. 





Exp. 2t/»0 

i/njOQO 

** Emm of taeoine over 





Biproditioii 

3.19,000 

M 

DooatioBt. 

3o/no 

• 

21,99/)00 



21 , 994 m 
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1* 


IImhU ik liMiM Ctain Stock r 

PoKhirc 

4 * • 

SjOIIlIIOO. 
S.01MIW, . 

. 

UjOOftOO 

1 

1 

J 

6.7S,000 

r *■'' 


3,00d)00 

9,ysm > 

ij2Xm 

•f 


SepabUc CMI^ 


BkMM 

SiMet MW3l8t Dec., 1914 

UabUliits 

GcpHcl Food 

Ooeoiat btkaee 16,06,000 
Bioni of Income 

Ef. 

Auttt Jtf. 

Lend 1,00,000 

Building 

Cost 16,00,000 

Over Expenditure 3,19,000 

19,25,000 

Lea 

Dep. 3,60,000 

OterfMi 


—- 10,40,000 

Rcieifch Foad 

8,00,000 

Equipment 

BcUdiogFund 

Correot Uabilitiei 

23,00,000 

Cost 8,30,000 

Less Dep. 5,93,000 . 

- 2 , 35,060 

OoMandins Bxpcnsei 

2,23,000 

Furniture & 

Fittings 

Frovidend Fund 

S,10,0Q0 

Cost 6,00,000 V 

Leu Dep. 3,96;000 

Soeitrity Depoiit 

J.30,000 

- 2,04,000 

Motor 

• 


Vebicia 

Cat: 1,80,000 


j i 

* 

Leu Dep. 36,000 

-- 1,44,000 

Llbririf ' 3,60,000 

21^.001 
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2l.O3.0d0 


Invetimcnti 

Capital fund 
Investments 

18.30,000 

Research Fund 
Investments 

8.00.000 

P.F. Invess* 

meats 

5.10.000 

Stock 

Material ft 

Supplies 

US,000 

Grants Receivable 

80,000 

Cash in hand 


ft at Bank 

6,42,000 


61.10,000 


Working Note : 

Provision for Depreciation : 


Building 

Plant ft 

Furniture 


Equipment 

Fittings 

Rl. 

Rs. 

Rs. 

Opening balance 480,000 

5,10,000 

3,36,000 

Addition 80,000 

85,000 

60,000 

5,6O,CO0 

5,95,000 

3,95,000 


lllwtratkNi 3 

Youngmao Auociatioo u running a hostel for college siudcnli. There are 
130 aingle bedrooms and 230 double bedrooms. Monthly room rent, payable for 
fhll year, by each occupant is Rs, 90 p.m. in double bedroom and Rs. ISO p.Ba. in 
single bedroom. Occupancy rate in double bedroom is 90% and in single bed room 
isioo;^ 

From the following balances A additional ioformation prepare Income ft 
Expenditure Account for the year ending 30tb Jme, 1984 and a balance sheet ai on. 
tkntdate. 





la. 

Aa. 

tad 


10.00JOOO 

80,00.000 


AmbIImv Jk FLUiuw 

Saoa CooBml iwi 

2j00,000 

2.00,000 


Brnmn 300 

30.00t 

2.30.000 


“M/pkomm 


6.00.000 


iMilttBMt - Oovt Secaritki 
taoMM' ftoa lavMtmeBti 


8JOO.OOO 

96.000 

KiOMBftMt 



7,56.000 

iWBrilj Dcpoait (9 Hl 100 «M&) 



60.000 

XatfarSoom oolkn, Hcaien ale. 



46.000 

BkoUkkf A Water Cliaf|ea A la. 10 p.m. tor 10 noatha 

60^000 

liMfca for 10 noaths ® la. 200 p.ni. 



12.00^ 

Map Clanii aatia-Oiiaata 



dOyOOO 

loM tatlM Aarpp 



ISjOOO 

lap for Baa1caca/0«pcal Stocp 



18.000 

Aa>Mt Day CcrilaotioB 

OiMiaf Stock 1 Food(lOdaya) 


30.000 

t2/m 

Foal 




Driaka 


S.500 


Soadrip 


^SOO 


^***** Food 


OjOOfiOO 


Foal 


ttfiOO 


Driaka 


IMOO 


'Soadrip 


14JKO 


WafP-Map 


4^32JOOO 


Othap 


OtfiOO 


Baeirieljr A Watp Chaifp 


35.000 


CMbbob loop Bipoaap 


12.500 


AmmI Day BapPM 

IMM AFkPilU UpMPa 


13^ 

12.000 


tapika A Milanaaop 


16.000 


WoarOPBPliBPriBl 


ItjOOO 


OMA.PBaak 


1.46/X» 


OpPa-Yooik WaitafoDaptt. 



JJOflOO 

iMlarilal 


' 

Hfioo 


IjOOyOOyOOO 


* 


2j2,t5^ 





(1) ChMint stade of food. Aid. dri 0 bMdniMfrietii«s valued «tRf. S5,000 

9 m . 3500. Rs. 6.000 aad lU. S.4Q0 n^pcctively. 

P) ftavkle dopndatioii oa Baildi'S 9 i Furniture & Ottisg @ 10 p.a. 
aad Room Cooler, beaten and Tel ep hon e appartus ® 20% p.a. 

fa caa n Oc Rxpeadttan Ae c ena t Yoangiam Aasociatioa 
of the year eadtac 30th Jaae. 19S4. 





Rs. 


Rs. 

1b 

Men Expemee 


By 

Room Rent 

7,56.000 


Conenmprton oi Materials 


99 

Rent of coolers etc. 

46.000 


Food (930.000-33.000) 

1.95.000 

9* 

Eiestricity A 



PtMl (24^.(X)0-3.SOO) 

80,500 


Water-charges 

60,000 


Ddiki 1.2S.SOO-6.000 

1,19,500 





Sandries 18,500-5,400 

13,100 

99 * 

Mess Receipts 



- 



— Students 

12 , 00,000 



11,08,100 


— Guests 

60.000 


Wagn — Meu 

4,32.000 


Charges 

15,000 


„ — Other 

68,000 


Rent of Shop 


n 

Btectricity and Water 



Apparlment 

18,000 


diaiges 

33,000 


„ Annual Day Colle¬ 

' 12 . t 00 

f* 

Gommon Room Exp. 

12,300 


ction 


M 

Annoal Day Exp. 

15,000 


„ Grants 

1 , 50,000 

M 

Medical A First Aid 

12,000 

99 

Rent of Hall 

54 . 0 C 0 

t» 

Repain & Maintenance 

16,000 

99 

Income from Invcst- 


99 

Indoor Oames Materials 

18,000 


Menfs 

96.C00 


Depreciation 

Building 4,00,000 

Furniture 20,000 

Room Coolen etc, 46,000 

Tekphooe Apparatus 1,20.000 

Eicen of Income over 
Expenditure 1,64,400 


24,67,000 24,67,000 




MMaaAHt at Yi 




mpbIM 

JtMlfM 



IdibOitiM 




Rs. 

Capital Pmid 

IJBOflifiBO 

Lead 


IQtOO^OOO 




♦^OOiOOO 


Revenue Fund 


LcaaDepw 

4.00JOOO 






76,00,000 

Openint 





Balance 

2.1S.500 

PuBlton 

2,0(M)00 




Laai Dap. 

2(M)00 


AddExocMof 

3.79^ 



1,MM« 

laeone Over Exp. 

1^.000 

Room Coobit 




etc. 

2.30^000 


Security DepoA 

60.000 


46.000* 

1.84.00 



Tdephoiea 

6,00.000 




hm Dep. 

1.20,000 






4,80.00 



Iimatiaeoti 


8,00.00 



Cash at Bank 

1.46.00 



Stock of 





CoosonitUes: 




Food 

33,000 




Fad 

3,500 




Drinks 

6,000 




Bond* 





ties 

5,400 

49,: 


1 . 04 , 99 ^ 


1 . 0449 »: 



beoM A EatpiiJt— Ac c iit 


nSVIOini YEAR 


EXPENDITURE 


1 


Km 


4b233 

4 ,Slf 

'1,175 

IJS23 

517 

890 

8S6 

t. 88 S 

7,910 

750 


1,452 

169 

602 


11,132 
54,730 , 


To SdiiiM 

M Eooiftl Pimetiofu A Progmoinei 
n Pngati Saodcsh Prakashan 
t, POMage aod Tetegiamcs ■ 

M Oeaeial Expeaset 
„ Rqwin A Maintenaiice 
n Statiooefy A Pnating 
M Li|lit A Water 
M Leiil A Court Pew 
M Tn^oue Expenses 
M losnranee 

., Interest on Bank Over Drafts 
„ Natan Bhavan Expenses 
„ Deepak Bbavan Expenses 
„ Aumt Fees 

„ A.P. Samaj A Akhil Bharat Gujarati 
Samaj Membership 
u Muncipal Taxes 
H Eye Buk Committee 
„ Sdolarships (As per Schedule II) 

„ Sabayata 
„ Advertiwmait 

„ Vidyamandir Golden Jubilee Celebrations 
iTrsas of Income over Expenditure 
M traasTeRod to Balance Sheet 


TOTAL 


HYDBRABAt>^P. 
Data : 504 A 2 


As At. Jl,3-1982 


Ra. Pk 
8.;i5>7S 
n,sss-9s 

3,495-78 

795*05 

5,779-75 

604-30 

7,384-78 

3,917-59 

456*25 

360-00 

10,092-01 

8,279-38 

1,2504)0 

452-00 

1,451-52 

57-00 

2,570-00 

491*45 

537-70 


1,06,986-51 


1,77,233-77 


T. L. Kapadia 

President 


Ramdaa J. Shah 

Hon. Secretary 







PRBVlOtnYBAIl 




6Ji7 Bf SiriMetifliiim firem mealiMn 
61 M AdmMMFMt 
9/)S2 M Sahayata Aeoooat 
MB M DoBttioB 
51709 . N>Im Bhaaao RaoaMi 
41120 M PaMOfc Bhavaa RecMp< » 

6,355 M Vidfa Bha a a a lUoalBti 
2,400 M Pnftfi lialMnrIdtialiya Kaoaipli 
5,034 ,. biMartMBaADcpMil* 

IB. A/oa 

2410 M AbOvm M a ab eiri i^ ' 

— ^ ^Mq^uBUidir JabOta 


Aa At 


Ra ffe. 
5JM^ 


4IUI44MI 

fiSSim 

HatSi 

446647 

11402410 

171140 


144400 TOTAL _ 1,77433»77 

—. ■ iiminiaMl A loMd Comal 

for M/a B.1L PATEL *0». 
Chaitend Aocotntaali 

AAakKmarD.OMil (B. a Paid) 

Paitner 


Hoa. Tmaiua 
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BALANCE SBBT 


KIBVIGUS 

FUNDS ft LIABILITIES 

As At 314-1984 

Rn 

MS.134 

6S/»3 

1.49.627 

2.90.9S8 

188.486 

As pel 
Add: 

Foods Aeceoota (As per Schedule IV) 

Scholar tUps ft Awaria FloA 
(As per Schedole-II) 

Comot Liablittea 
(As per Schedule-VII) 

Paad Varsblya YoJbm 

Vikas Yojaoa 

■ last year Balance Sheet 1,88.4864X> 

Received during the year 2.0484X) 

Ra. Fk 
12.12.167*13 

70.003-00 

10.99,322-53 

2.90.9384)0 

1.90,534-00 


1.90.334-00 


8.18.298 

General Sahay Accenat 8.18.297-72 

As per last year Balance Sheet 

Add: Surplus as per Income 

and Expenditure Account 1.06.986*51 

C.25.285.23 


9.25,284*23 


31.67.S06 

TOTAL 

37,88.268-89 

Hydenbad-A.P. 
Pate: 30-4-82 

TX. Eapadia 

Presideat 

BamdaaXShah 

Hon. Secretaiy 





i9AT3litlfAiail«t2 
FRBVIOin ASSBIS* PKO^TIBS 


A«At31-S>lMa 
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ippmUx ’B 


EDUCATIONAL * 
CoMoUdatii iKome & Expraditorc Accomt 


S. No. PARTICULARS 


TOTAL EXPENSES 
(INCLUDING DEPRECIATION) 


Previoui year As on 

31-3.81 31-3-1982 


Sri Gojamti Vidya Mandir High School 
PragAii Nutan Vidyalaya 
Sri TL. Kapadia Public Charitable Trust 
Pragati Maha Vidyalaya Junior College 
Sri M.C. Modi Educational Trust Pragati 
M^avidyalaya Commeroe College 
Deaai & Modi Science College 
R«ja Bahadur Chaturbhujdas Goverdhandaa 
Smarak Pragati Pustakalaya 
Sri T.K. Kapadia Public Charitable I rust 
AtIthiOruha , ^ 

Sri Harkishandas Harlocfaandas Honnehi Udyog 
Sri Gujarati Vadi and Atithi Gruba 


4,60,149 

1,00,028 

3,03,979 

2,94,645 

18,236 

43,212 

7,3<6 

13,589 


5,69.432 

1,16.035 

3,18,695 

4,07,752 

46.579 

24.472 

57.127 

6,910 

13,618 



TOTAL 

12.41,184 

15,62,630 

. Sri Gujarati Bbagini Samaj 

Sri Gujarati SevaMandal 

3.777 

5,675 

3,653 

6,239 


TOTAL 

9,432 

10,192 

HYDERABAD 
^: ll-S-1912 

T.L. KapaAa 
Praridcnt 

SaaslM J. Shah 

Hon. Secretary 
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socuL Acnvmcs 

Ch the year Eodcd 3l8t March,lfl2 



TOTAL INCOME 

NET SURPLUS (+) 


(Including Oiants) 

NET DEFECIT (—) 

Previous Year At oo 

Prcviouc year 

Ae on 

31-3-81 

31-3-I982 

31-3-1981 

31-3-1982 

,75.013 

5,28,643 

- 85,136 

— 40,789 

■» 9S,238 

1,05.516 

— 3,790 

— 10,519 

'’.07.1X1 

3,59,541 

— 41,808 

+ 40.146 


5,08.829 

— 4,494 

-1- 1.01,077 


16.824 

— 

— 29,755 

5.007 

8,167 

— 12,629 

-1- 16.305 

1,37.557 

1,74,317 

-1- 94,345 

+ 1.17.190 

7,3X1 

2,060 

- 4,965 

— 4,850 

23.407 

32,784 

4- 9.878 

+ 17.166 


11,92,585 

17,36,681 

— 48,599 

+ 1,74,061 

3.452 

12.084 

— 325 

+ 8,431 

6,781 

7,078 

t 1.106 

+ 539 

10,233 

19,162 

+ 781 

-f 8,970 


Examined and foond comet 
for M/e. B.H. PATEL A Go 
Chartered Accoontaati 
(B.H. Patel) 

Partner. 


Ashok Kmnar D. Detai 
Hon. Tieaeurrt 










Shri Gujarad Pragati 

■DUCAT10NAL * 


TOTAL ASSETS 

(iadodiai Income * Expenditure A/c) 

s Nn PAB'Tir'iti an« 



Previous year 
31-3-1981 

As at 

31-3-1982^. 

1. 

Sri Guijarati Vidya Mandir Hith School 

6^7^60 

640.319 

2. 

Prafati Nutan Vidyalaya 

1,46.113 

1.97.461 

3. 

Sri Kepadia Public Charitable Tnat 

Pfifati Mahavidyalaya Junior CoDepe 

1,97,302 

145.046 

4. 

Sri M.C. Modi Educational Trust Pra|ati 

Maha Vidyalaya Commerce College 

3,29,939 

3,37,927 

3. 

Desai A Modi Science College 


1.41469 

6. 

R^a Bahadur ChaturUiujdas Ooverdhandas 
Smarak Pragati Pustakalaya 

72,871 

97,7,9 

7. 

Sri T.L. Kapadia Public Charitable 

38,088 

60,648 

8. 

Trust Atitigruaba 

Sri Harikithandas Harlodiaodas Huener Udyog 

12,058 

23,743 

9. 

Sri Gujarati Vadi A Atitigruha 

16,431 

20,331 


TOTAL 

14,80,062 

17,04,343 

10. 

Sri Gujarati Bbagini Samaj 

4,963 

4,626 

11. 

Sri Gujarati Seva Mandat 

10,807 

17.466 


TOTAL 

15,772 

22492 


HYDERABAD 
Date; 11-M982 


J. 


Hm. l ec wt My 


TekMiHLi^i 


Sanuijy Hyderabad 

sooALAcnvmia 


sai OUMRATI PRAOATISAMAI 
TOTAL UABIUTIBS (—) Dm to Sand (LtabHitiM) 

Capital Pood) (+) Raeeivable fton Saaaaj (Aaaeta) 

PiavioMpaar AaAt Pnwiona year AiAt 

31.3-lf81 Sl>M9t2 31-3-1981 31-3-1982 
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lAtM AOCOVIfre 

A flMdMd fom of McoBirti for feeotdtaf agricBltiifal iacooie oad expcsdi- 
tBf* hM Mil yot bccB OMrfred. la ili ateaco rack ftraicr aMiafiiat only ncli 
- ftoordi at are aakableto latiify AeasricaHaral faconw Taa Aatborflkraad to 
^fhmhhaaroafbideaoftlwpioltaaMde. Sone progmsive fanrcn, paitkv^ily 
iatWwealm raaatriea. bowtm, aialataia nore detailed (atbiiral records to 
Aov. aaMBg oAer thfaici. (be eoet of ealtivatioa per acre, the yield obtainable 
by cahivatiBf dHTeiat types of craps, etc. A bcginiiiaf is dbceraibloAi India 
also ia laspact of onHaaiy bat profrerhe fanncfs. The tea and crflee phatatioa 
eontpnaie s bara nuintaiaed acoooats for baviag been compelled to do so 
nader the Compankt Act; boareser, la thapoUiihcd accoants no special featnre 
m oaonwoM* 

Parmacemmts ate prepared generally to comply with the needs of each 
fanner some of whidi, partiealarly those ia res p ect of fauge farms, contain greater 
details than others. It is, however, saggested ttet all saeb accounts ahoald dhclase 
thefad’ormatioa regardinf;(1) Gross output: 12)Net output; (3)NetIncmne; 
and (4) Net Profit. 

The above mentknied terms are Mefly eiplaiiied below; 

t, Qrau Gutput (Aeer^rf): Itiatbe eneeas of farm receipts ftom sale of 
Uvestodt, form products, etc., over the direct cost of acquirfog such 
hems. 

3. Net Output iRMeHpt); It correspoads somewhat to the grou profit of a 
normal trading concern and is determined by deducting from the gram 
outpnt. tbe direct charges as those on seeds, ^ilisers, feeding stuffs and 
laboar.eto. 

1. Netltteomei It is the balance after diarging against tbe aet ontpnt all 
the indirect expanses of tbe fonn. 

/. Net freftt i The net ineoine is fiirtber adjusted h respect ofcaidtal profit 
or loss 00 sale of tanpUments, vebidee, etc., to give tbe figure of aet profit. 
Sometiines, before arriving at tbe figore of net ixofit, a notional diorge 
is made for the services of the former and his wife. 

Pinal Aceoants; In preparini tbe final accounts of the farmer, the follow* 
ing pofots have to be bone in mind i 

(a) The opsoing and elosiaf valaatloos oflhresloclc, farm pradnets, etc., 

' an imyimpoctBat Unlike a trad)a|ceMetn.MSlocbfSii(tan or other 
wswadseM ba ailsctive^y maiatalard an^tbsielen^itls diafeidttt 
. valaatiaaa. Moiaowsi; itlfa rit n tm i i ii ’' *' 
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V 


tovaloelivcttodk tod Araprodoctt «t ooM oriiMrkaliraliw,«hkli> 
overblowir.nItiitarydiflknlttoMceftafai thoooM. It ii,thcicren, 
more Qtiial to valoe tbeeeiteiDt at a definite pcroeategc of the morlMt 
vllae. 

(b) The opening end closing' itocln of fann products hMcad of being 
ibown separately in the Farm Revenue Account the differences betweco 
them may be adjusted in sales. 

(c) In the case of large farms where separate accounts are prepared for 
each separate operation, the value of goods or service tra ns ferred by 
one department to another is adjusted on commercial basis. 

(d) Tbe value of goods exchanged on semi-barter basis is adjusted at diefr 
true gross value. 

(e) The farmer and his family consume farm products and enjoy farm facili¬ 
ties, e.g., the farmhouse, electricity, etc. It being very difficult to keep 
an accurate account of the value of products and service consumed by 
the farmer, their values are adjusted on an estimated basis. To ignore 
them altogether will be equally incorrect. 

Illastratlon : From the following balances as at 31st December, 1979 
extracted from the books of a farmer prepare a Farm Revenue Account and 
Balance Sheet. 


Dr. 

Rs. 


Capital Account 
Sales of Dairy Products 
Livestock Sales 
Sales of Cereals 
Sales of Poultry and Eggs 
Dairy Products *) 
Uveatock ( 

Cereals ) 

Poultry and Eggs V 

Feedings Stuffs I 

Seeds I 

J 

' Sundry creditors 
MisceUaneous Receipts 
Pittdutw^pf Llvesto^ 
Farchiii% Feedinti Stoffa 


200 

Valuation is on 6,SOO 

Jan., 1,1979 2,400 

1,500 
4,700 
3,600 


4,800 

16 ^ 


Cr. 

Ra 

46,200 

17.600 
23,400 

14.600 

8,200 


2,100 

1,640 



Rot 

RaiM and watar duiifet 
Cuftaia Ootwprds 
Eleotrloily diaiiea 
Rapaki to Fann BoUdii^ 

FtalOHaiB. 

MiKgllaiieoiM Eipema 
Ptoflts 00 aak of i m ple m e u tt 
ToOb and haplem e nti 
Flaat aad Machioefy' 

Motor Vahioiea 
Soadiy DdMon 
Drawinp 
Cub at Bank 
Cadi iakaod 


1,16,720 1,16,720 

Of minr : 

300 
3,000 
2,600 
ISO 
4,900 
2,600 

Yon an also aakod to provide deprcdatioo O 20% on Plant and Motor 
VeUelea aad 0 25% on tobb aad amptomenls. You an also Infonnsd that the 
bmsr aadbb fjuaUy bava oonsonod torm prodocbnordi 1^. 2,600 and that 
nna fbbd of the saponses on abctricby aad oae*sisth of Oka espsnsea on ital aad 
adsshanto ba ctaipd to tbe fanpar*s acconnt. 


Tht mh m rt P Hi tu at Slat Dtenabtr, 1979 war* 
DahyPcodncb 

laWmOCm 

Geraab 

PMdtiyaadEgp 

Fbadi^SUifi 

iM0QI 


6,000 

2.400 
l,030 
1,200 

700 

1,200 

430 

1,680 

6,800 

3.600 

7.400 

5.600 
13,000 
13.600 

1,080 



so 


irfilln: 

Wmm 9mtm AiwtiwIbTiirwiti MHPiiirtiir 

lu. Xp. lU. 

TcPwighmofLlfwlopl! MOO Bj ItemSpInils: 

„ Baliiiet, bafaif droM Saks of Diiiy Piodaeli 17,600 

Output efd 61,750 Add: laoraiM in 



valaatioa 

100 

17,700 

•» 

gakof Lhaatock 

25^ 



Laa: Daenaie in 




vataatko adUnatad 

1,500 

23,900 

H 

Sak of Oaiaak 

14,600 


M 

Add: Incfanaain 




aahiatkm 

200 

• IMOO 

to 

Sale oTPoahiy and 




Egta 

0,200 



Leaa: Deciaaaein 




▼ahutioa 

650 

7,550 


Fetaonal ConaomptioB 




of Faim Produce 


2,600 

66,550 



66,550 


TO rwdhn Stolb: Ri. By Bakan b/d. 61,750 

PorahaaM 16,200 

LMtlaooaaain 

tdaatlon 200 16,000 


1,640 

UNO 4k640 


X ' \ 





tl. 

It IdiMik biligiii 

ootpotQ^ 4I,U0 

61,750 


ToWagnftSalariM tjno 

Reati 6fin 

LMtOniwnoaal 


•oooaat 

1,000 

sfln 

H RttM ud Water 



Cbaifee 

2|400 


LeatOn penoBtl 


eceount 

400 

2,000 

MFertiliMn 


1,640 

MlBeannoe 


1,200 

MOuriife Oatwwdi 

1,050 

„ Fbd, Oil, etc. 


430 

nPectricity 

1,200 


Len ; Ob penoBil 



aocouit 

400 

100 

To BqMin to Pina BoUdini 

700 

_ IflioclIeaMMe ene 

DM 

1,680 

M Depncfartko: 



Toob and 



toldemeate 

1,700 


Motor VebUM 

1,400 

' 

PiMtftMaoU 



WKf 

720 

5301 


,ffr*-L*-*-^-**-- *****' 

4XJ90 



NM Ontpn^ bdnn 41,110 

U in w Wlw ibw ^ dpli ],M0 



42;790 




to 14 «c fkdk aMiM 
to CkpfMt Aboomi 



MJtatDMMriMr.tm 


UaUmt$ 

<^fH0iAtemm'i lU. Rl. 

BoImm M p« loM 
BrimoAirt 4^00 

AiU:N«Pioaifbc 

tbofiBtf 17430 

mJjo 

Lm : Drooiof 4oriot 

tte yew 16400 47430 


4nRU 

nttdJMtM: Ri. Rg. 

Tooh A iMplwDe o ii 6400 
Um 1 Depnoiotioa 

for Hha year 1,700 

_ - 5,100 

naotAMachioery 3400 
LeM* Daonelaikia 
fcrikeyaar 720 2400 


— Uotar Veyeka 7400 
Svadry Ciediton 2400 Im: DapeedatioD 

for Ike year 1400 3420 


13400 

CkrrmAMMUt 
LheModU Dairy Pfodocts, 
ele. ae per ealwOoD 16430 
looOiy DeMoti 5400 

GHh at Raok 13400 

Ckekfakaod 1400 36430 


SM30 


30,430 


VDTV: ThenaalAoeoMtiOH hepraMOlitflaaa aUmmUfo ftooL Bwh type 
of aethlly eaa ^ iMladl ae o eaptialB depattBMOt aad a Ttadiai prepared 
eepataMly Cor aaeh aooh aoielly. Thaa. fee the ea m ap te givea above 
Mparato Ii^iho Aaooaato «aadd bpgpipaied to ebov tiie aet oo^ad of 
DdqrPnioBlibliwMkvOenaliiBi Rnritiy aadRnai Tbebdaaooi 
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Cr. 

Capital 

Ri. 

Rs. 

Fneholdlaod 

S.00.000 

30.000 

6.00,000 

Boildiag 


Loao OQ Mortgate 

Freflt A Lom Aoeount 

2,00,000 

VahtatioB 30 Joae 1983 


59,150 

Orowim Cropt. Corn ft Ferti- 
Uam 

3S.S00 


lira Mode 

Faodiag Materjil 

81,^ 

2,70.000 


Fata Machinery ' 


ProvUon for D^ecittion 

93,000 

Salarkaft Wagn 

Maaafer 

8.000 

Famhlaboor 

13,500 


Farm bouM Ezpensee (Rates 

s 


Light Retail) 

2,400 


Staff mei^ 

1,300 


Crop. axpcMN (leedi, 

FwtiHienele) 

24,too 


Lhraetock PorchaN 

26,300 


Lite atedt llatatanance 
(Food MnffnadiciBo) 

62,200 


Rapaiia to Madtinefy 

4,050 


Sniidnj figpeoM (lin alock) 

2,070 



Ripgta ft llaiatipeince Build* 


infi buns cte. (Tor erop) 

1,100 

Shads (Bmtode) 

1,350 

Haudfooli ft *t 


CmmSOiSJD 

2,120 

CMtoiBhptaMS 

.2,800 


IHlOOO 
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Ra. 

ta. 

labKbMaiMk 

( 

WiM 

■ahaoCnaD Imv 


vijm 

iMinrlbblan 

is.40d 

9,m 

DbaaMifin 

2^ 

930 

OMhatbaak 

23,200 



I1.42.IN 

IUI1I90 


Fn «• MdomI that 

(t) 71 m maaatiK tmUm la tbt turn howa. Ha h Minted Ip ftw mUwn e 
(■oipiaabalo«)Mllo%aandiiad«lihacoMiHiM otSXm pnil Am 
If AtU«MloekPNllJkLo«A/C(Sw aka (0 balov). On Ikiotftirhiad, ha 
kdhaiiMkk>aiaeiallywh>ona OJrt aft>alh»lwwa ati> MiM, 

(b) lU. 2j000 b to ba prorUad far daptadattea fbr aaacb hiaty, aO d>aff> 
abblato tha CSrapa Aaoonat. 

(e) Tba foUowiiV vatoMkaia aaia made OD 30tb Jaae, IMa 

lU. 


Orawhii Cropa, Coqw, Cora aad Feitflizari 
Liaoilock 
Fbadhii llatafbdi 
HMdTbobfttaplaBMBta . 

ID Tba anDhrary b atad eidiirive^ for tl 


19^000 

IjTOO 

MO 


ate. of 


CD Coca of poaipaay’i <wra growim<Valowt at Ra. 9,MD haa^ben aaed 
’ llTaitbcb faadbgi 

(0 Tba Ht aflo rb Aocoaatb^aiiiabb lO^ tlb «|ti^ aadataff 
iBalaamMaa.t|itarwhaiadknicd,«idi29ofiiaiM^ ibi» aapeadifara'aot 
6fioa adpaaaca aad dfrccton' fta att. Uaaiid aa wholly 


IhiMbak 




£ 

1 

■< 

1 

the year ending 30a Jnae: 1M4. 


OpMingStdcic : 

Re. 

By Sale of Cora ft 

Rs. 

' 's- 

' 

Straw 

97,440 

To Ofowint Cro|>, Cmq 


,. Livestock A/C 

9,600 

* Fortfliten ia baad 


,• Qrowing Crop, Con 


ft FMtiUiefs in haad 

35,500 

ft Fertilisers in hand 32,400 

To SalariM ft Wages 

13,500 

„ Loss to Profit ft 


M Maoigm Salary (90%) 

7,200 

Loss A/C 

17,930 

„ Farm Home Expenses (2/?) 1,600 



Staff Meals (90%) 

1,330 



CorpEgiwisea ■ 




„ ($e^ Fertflisers eie.) 

U,606 



^ Repairs to Madiinery 

4,030 



M Repairs to Bams 

1,100 



t, Depredation—Tools ft 




Implements (7S%) 

990 



Machineiy 

20,OPO 



„ Interest on Loan 

7,500 




1,17490 


1,17490 

LiTestok Aeconat for the year eadtag 30tk Jnae, 19M, 



Rs. 


Ra. 

To Opening Stock 




Lhrestoek 

8L500 

By Sale of LivcStodt 


Feedtog Matorblt 

1,900 

ft Products 

144,330 

„ Managoro Salarf n0%> 

800 

Closing Stock 


Staff meal (10^ 

130 

LivestoaR 

19,000 

„ TndiaiattLhrenHMl:) 

26,300 

Feeding Material 

2,700 

M Uveatodc Maintaonnee 

63400 


• 

„ flOaidry Expenses 

2,070 



w Rap^toSbed 

14^ 




330 



i S!pA/C(Connod4)' 

2.300 

9400 

• 

*1 f 

iS llsiMHBrt*CoBL5% 

1490 



Frail lo FniBt ft boas A/e 

IWP 



24^ 

> 

■MR. 



> 
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Ml * Ua A/k f» iw f!Mr ««iiv agk Jlmt 14 M. 


1* CmpA^(Lm) 

OlhtBipwiA 

M NMPloit 

Ilk 

17,f5D By LiwMiock A/c 
IBnM 

2jm 

tjan 

K«> 

24^ 


SS.9Q0 


2I.M0 

MmmM 

■a af vim flm M MIM Am. 

MM. 

UMM. 

w • » 

KA 

Ami 




m— m —a 



igOOyOOt 

LmDipb 

r I'Tojm 
1.15,000 

■Mvafttaflia 

OpMtai Wiaa M.IM 

AM N« Ml 2.6M #1.NI 

HMiToeb* 

N,tMH 

iONMiMOTlMM 

ijwuwv 

P|■ pp■ p • 

li 

VOTj ^iWPn 

f,m 

MMnM 

2.70P 


DMffeliWfefMf 



l/MOO. 

SUfiM 


i^wno 

MO 


1A4.1M 

l 5 .Mt 

23jn 




17 


lto.O««wdafl», pHt orwMtfc «p»Miibf h«ui k«r 

aadpoitef twtiibwi ta w i h pm a it i M p. !!• 
■lAirlPtk 11 OTinlfii iksMof thtpralli vhhapWaMm aflU. 1,000fir 
V AmdoqMlIpOgrlad H. 

Thtlblil^ mac* AtoB^ttW Bahac^'ot tte tM n i m «ici^ 

Mmhll. im 
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Cr 


R«. 

Rt. 

ta«h«w4 VooHfy 

1,090 


fMiigMSi 

30,970 


WaA« aai FtftiliNn 

1M60 


Tk«i 8 pn|« 

1.900 


MM : M 


91.110 

Foakiy 


4,690 

BiP 


48310 

Bn irate (com, Ri. tJIOQ; 

dcpnciatioa JU. 1,100 


790 

ifm" 

24,600 


QteriaprtiM (m« apiwrtifluble) 

7,860 

93300 

27.600 

CtelilAaaBMti: Mif. O 

J 


H 

9,600 


Dsnriap: Mia G 

1.900 . 


Mat April. 1075-ooM 

25,300 

11300 

. piwfMoa te dteadatei 


Maidi 31,19T5 

Mill 11.1976 


ll» 

Rfc 


a> 


2,700 *.W0 

2^ 3.480 

2,4W 2,0m 

«>«»*• lrfoni«ic« !- 

Md — t. t, diM>i<P* 

jt^nOfiarMii UnSOOfi? 



lhan thm cbufM •qully. HtmtotodMUfad lli.2S01ior^aad 
Rf. 300 foe dfi nd pool^. 

(2) d 1 VM to bo cndltod witb Ro. 3JOOO foe,nit of foo kod 
(dRnootto thwo-goarten to tbo flratt aM OM-qdactar to Iha fORkiy 
diipartnirnf) anil Fi TTTtTnr pirlrlnt mfi ■nil it^ijjpnntlj 

(3) Asapmate veatareJkflpC 'oatbefva KnwpeditiMpfiiforivhidkbe 
waa to be chaffed Rf, 1,000 for keqi and Rs. 260 for ithiei. 

(4) Hofreedto pay hit mother Ra. 400 per anaiim for the ehoo^ rights 
of tbs whole farm, the charge for which is to be aOiasted in the jmrtner^ 
riiip accounts. He foated his own birds which wgte run b with tbs 
poultry and for this he was charged Rs. 430 per ansum. 

(5) A eeterinaiy surgeon's account to Match 31,1976 fiaiU. 100 had been 
teoeived tinoe the Trial BalsiMe wu pr epoted; and taotnded Rs. SO for 
attendance on one of H's gun dogs. 

(6) Rggs sold in March for Rs. 1,920 (paid for in April) were not included 
in the Trial Balance, 

(7) iProvision was to be made annually for depreciation on plant at 10 per* 
cent on cost at the end of the year. 

(g) Drawings by J nod H oC lU. 100 and Rs. 120 per week respectively were, 
included in wages; oao-third of the wages nre to be charged Jk) Fruit 
Depi^ment and two-thirds to the Poultry. 

(9).|tBenst Ml cniritnlto be credited or charged to partners, accounts 
nmounted to: Mrs. O. , Rs. 3,640 (Cr.); J, Rs. 1,360 (Cr.) and H, 
Rs.460(Dr). 

Prepare a Trading Account abowing separately the trading profit pn tbe.Fmit 
ipoullsy Departments and a Profit and Lon Account for the year ended 
jch 31| 197fii Abo prepare Capi t al Accounts. 

(n> Mn> <3* and Sons and Profo and Loss Acconats For the year 


andM March 31at, 1976 

Fruit PcuUry Fndi Pouitfy 

Dtft. Dept. Dept. D^, 

Ra. Rs. Rs. Ra. 

•tock. April 1st. 1975 2.700 By Sales...... 31,180 55,400 


hnebMsa. 1.630 „ NnafoCammp- 
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u Slock, March 3lit, 1976 

1040 „ 

Keep of Private 



— 

birds. 

430 


3.290 



„ Fcediofstuff 

26.900 



„ Washes sod fertilizers 

14.280 



n Wages. 

4,300 8.600 



„ Salary to Mrs. O. 

750 



„ Rent. 

2.2 SO 750 



„ Vc^ioary charges... 

50 



„ Profit, carried down 

30,800 16.530 




Rs. 51.630 Rt. 56.890 Ri. 31.630 Ri. 56,tM 



Rs. 

Rs. 

Rs. 

Rs. 

To Expenses. 


7,960 By Profit, brought 



To Depreciation: 


down. 



At April Ist, 1977... 

25,300 

Fruit Dept. 

30,800 


Cost of grader sold 

1800 

Poultry Dept. 

16,550 

47,350 


23,500 

„ Profit on sale of 



Cost of sprayer 

3,300 

egg grader. 

■ 

50 

Rs. 27.000 

2,700 



„ Net Profit carried 





down. 


36,740 





Rs. 47,400 

Rs. 47,400 

To Interest on Ca^: 

Rs. 

Rs. 


Rs. 

Mn. O. 

3,640 

B) Net Profit, brought down. 

3fiJ40 

j.. 

1,360 

'3,000 .. Interest on Ci^ital 

l-H. 

460 


M Sian of Profits: 
Ml*. O. Rs 
Ttuatei 


IfODI • 

l-.-.... TOO 



6 ^ 
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1. 13^ 

TniHftr to 

Mfs. O. 700 13,100 

H. 13,300 

TnuMfer 

to Mn. G 700 13,100 

32,200 

Ri. 37,200 Rt. 37,200 


(W 


Partnen* Capital Aceoimta 


Mn.G 

J 

H 

Mn. O J H 


Ra. 

Rt. 

R*. 

Ra* Ra. Rt. 

1977 




1977 

April 1 To OalatMc, 



April 1 By Bal* 


brought 



anea^ 


down. 


9,600 


1973 




b/d... 52,600 27,600 

Mar. 31 

„ Drawini 8,300 



., Roitof 


„ Private 



land. 3,000 


contumiK 



., Salary 


tion: 



reran 


Fruit. 100 

100 

230 

pniUBt 730 


Eggi aod 



r. Sboetiag 


poultry 270 

270 

300 

r^tti... 400 


,. Feading 



^ - ^ 

If imBwc 


itufib. 

1000 


OBOnM ISAM 1,360 


WagM... 

260 


„ Sbareof 


„ Sbootiof 
righta... 


400 

pnitt. 6fiM 13,100 13,100 


Keep of 



im-mI B 

GgfTIM 


bird!. 


430 

down... 4^100 


„ Wage*- 





drawinp 

3200 

6240 



„ Interett on 





capital 


460 



Balance, 





carried 37,320 


33230 



doan... Rf. 66,390 42/160 

17,900 

lA 66,3W4R|OiO 17^ 
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IfTt 

Apcfi 1 To Bal—w brought 

down. 4»800 

Workings 

CbaifM to Trading Acconni: 

Slock. April 1st. 1977... 
Pnidiases/Eapeoditure. 

Stock. Match Slat, 1978... 


Chaffed to J 


Drawings of J and H 


1971 

April 1 Sglahnoi. 



bffon^t 

down 974S0 SMSO 

Feeding 

Staffs 

Waahasft 

Pertiliiefs 

Rs. 

Rs. la. 

2.820 

2.480 2tjm 

28.570 

13,860 

31.390 

16,340 

3490 

2.060 

27.900 

Rs. 14,280 


■■■■■■ 

1.000 

aio 

Rs. 26.900 

3MdO ' 

imammt 



11^ 


Rs. 12,100 


The following qiecincn illnstratioa shows tbcTiadisg !>rd ProStA Loss 
Aoeonot and the Scbedlule of Gross On^t. 

Tradins ft Profit ft Leas Aeceest for the pear eadloi SO th )mb... 

Ms. 


To Cn^ Eapenses Bp CropOross Ontpoi 


Seeds 

16.000 


Wheat 

19,900 

FertUsen 

7,000 


Saistep 

8,200 

Watss-rwitiact 

21,000 


PMasoes 

7400 


soo 


Sapatane 

25,000 

CMwt Gpop* 

2.000 

47.10C 

ihpftOiaaiiw 2,000 


Ms. 







m 


live itodc BspcpiM i 


Fcfldbon^t 

21^ 


By Live stock.Gtost Output 

WifM 

1,900 


Cattle 1,59.000 

Vetmtoa^ 



Milk dairy produce 6,000 

Medkrim 

4,000 


Sheep A Wool 4,900 

Milk A dairy Ex^ 

1,000 


.PouItryA Eggs 2,100 1,68.000 


—— 

J4,500 

— 




Miic. 

„ FmkOMiard Exp. 


iroo 

Fruits. 11,000 

M Orou Pn^t c/d 


1,56.000 



2.39,600 

2,39, 00 

To Fixed Cost: 




Wages: 



By Gross profit b/d 1,56,600 

Regular Labour 


61,000 

Profit on Sale of Machi* 




nery 2,400 

^ Madkfcwy, Equipment 


Private Share of 

A Farm Vehicles— 



Rent Rates of Farm 

Repairs 

S,900 


House 2,000 

Petrpliipil. 




Lubricanta 

4.200 


Fuel A Electricity 1,000 

Etoofijaity 

6,000 


Tel^hcme 

Depreciation 

7.000 

25,700 

200 3.200 

General Overheads: 




Rent, Rates, hunsfwa 9,000 



Repaitf, fendng 




dra&iage 

10.200 



fiRenst 

13,700 

35,900 


Other overhead EkF> 

2,000 

39,000 


NA Profit 


1,61,600 

l,6i.«0 







Sbedub Qioii 




CONTBACi cost AOOODNt 

GoolfiM oc tamiaal eoitinf, u it it iMMd, ii AM fom of iVfliniw of At 
•itorjobMdereottiat. CoAtttel cootiai nitHy, toiUMt fee bwitMMt 
Mdvilh teildtag or ooffautrlBi pcojwttot ttractitl or ion ro nk m 


Coatnotjobt. tdiile tiity MMmbk ftctoiy jobt, hovto Um AMoMm 
t. OaoiapocttatdiffeNaeeii tbotiiacotht ata|or put oftbt woifc io 
tfoawUioaehootfrielte, otdi8uil]r,ottrtedoQCUtbo titeilMir^t boftoT 
pMulMDRod bf tbo eoBtrtetor CM bo ronriJufrt u direct, fboiadinici 
u BOttfy ooariM of oflkt rtptinn «idthtoi 9 tamofllM]fonl,«tomaad 


UMM^ir. tbwo it t ttputtt tceottfit foTMd contnet. Alto tlM nninbu of 
otattMli aaduttkeo U t tioit. gtoertlly. not boiot v«y lu|e, lha Cootnci Lodgu 
on vail mtt bo opumiad M put tbo fintnoial booki. 

Tho pcooodtuo for a4iottmMt of Ttrioos otcinmti of coit io t oosttact aocount 
oM biMhr daaeribod balow : 

(1) bfatuiafa may bt porehaacd io bulk and kept in itora for sandy to the 
onotraot, u and when raqairad. or these may be pafebaacd and dircedy luppiiad 
to the cootracL la the latter case, the cost of material woaM bo debited (Bicctly 
Io Ae oootiaet. If any materiala are ttaaeferred from ooe cootiact to another, 
their oosti vonld be adiueted on the bo^ of Material Tranefn Note, eipaed both 
bf the tarntferor and transferee foremen. 

(I) All laboor actually employed on the site ia regarded m diract labour 
b mp ec tl ee of the nature of the Usk performed by the bibow c b nce rac d. If it k 
dericed to necertnhi the lebour cost for n pnrticakr job or work, each penon 
umnM be provided with e Job card upon wbidibe arait ttcoid the natara of the 
lurt; petfbrmed by him. On the basis ^ the nanlyeie of the job eaidb laboor 
aMdfdsshaele are prepared for ascertaining the actual eoetof kboor oadiflbrwi 


If eoocurntttly a aumber of contraets art carried on and Trnrlrmw ait aude 
Ip dividadMirtima between to or tnore aQatracte,it wonid be neoemuy to fi»> 
pan aaalfsksbeiirtsoflabour. rorcbafikf to oaiA tgMtratg «ipnappn|iig|e 
dwoio. 


(S) Mau—Tho valet of piaal and on a eootracimaf baakhudAiladle 
tkaonotmet tad the written doonvahm theiaof u thaeai oTAa ynrwMOini 

ioaiigilwoeottaetaaookAor oolya ebagpi fbr onof Ailing 


C4) ttSMel PipwMt liwtiaet a wo — ti iiidicMl« 9 «iMiaiift«iii| 
Obit oa^. to pMod ofliM aiptMH or worts <sp«WMwliidheisiiocb«4iiMi|| 
sppMtiMMdtotaidiridoalMwirarti. Thno Minet mty tt llHillwlii 

owMVMsIcowttMiiMspMMotatt ofooii oT flurttrisk or wsfis psUortbt 
priwoort. lf,howoMr, AooowtfsetaaMWg tho labour boor OBotbod kollai 
SdoplidfKdiiltibotiooor oKpooMt »ioM ftliaMMo eU B octooa. to MkistdN 
dblritattMthtlooMiooortlMiiitoftbt aoiitraetb Mu>dMrtaporiaMfiMlorib 
liiflOMMHod. Poreootraetodtoatod ata diatance are notlikrty toriWiO 
MM MpmUott as oomparad to those o^h are ctoss^ Where suoh faeiart Me 
pwMiHWir, SOM sort of qoota buls for distribatkm of expenses might bn feUewnd^ 

(S) Bxms When seme addhbmal work not stipniated in the etmtMl.ie 
aairiadoot, the expanditnn on diis additional work shonM be separately analppBd 
fhom that ohaipd to die mala ooDtraet 

(0 Smmyot't or itnUeei'j Wsrt^leofe—AU boilding OMtnotMa niongy. gih 
MdepaimMspariodfealli known as**nmalni payments'* onthe bariiofttMt 
anUlnctor aareeyor's oertigeatea. Bntpaymants an not eqnaltothaenlnaif 
IhawoikaactiBadiaHBaUpaMBtaisor the amonat diwia nlaiaad aa M«l|p 
teaif Mstbewock whkh may ha disaovand latar witUa the gnnnaaw ppMh 
nwamoaat rantnadlscalled laMdon mcnay. fha fhU ealna ad ihatpMli 
•MMad ahoald ha endM to the Contract Aeeonat and dshiiad to the anoMi of 
ttaoowrnclsi,dace thccasb n esircd lirom him winbelaai,thabahmMhhb 
jnmaaal wflf be thodn aa an asset lathabalnMeahactvIttaBallaMadaMigdaw 

H *ir‘ "* *- .1- 

lb be adyaiiad la Ae Ptolt and Lon Aoacnntt dm foOowini fhetors ihoaU ha bta 
iaCo coasldatatloa> 

00 Only pc^ shonld be taken eredh of to napaet ofthe worklbrwhMh 
oerdB^ has been noabed from dm lorveyor. 

Oi) Foasibility of taeebdagtoeaned for late completion of the oaMMi Aid 

other factore most not ha oeecloofcad. 

IhMtonohaidandfiHtintotfwnlttapiopoitienof Aa panlidkaMly* 
aantnotActAonldbetiaBBftoiedtotharbeftaad Lom Aceoaat fhaytMitoy 
fMraOy foDowad to Ala inpid an: 

(1) NopioltistBlNneniltofirAonontractiaenlrla hsiBMUalipibmf 
IftomAanjAiiaomylstml. 

<2) Oriy ona Alid of dm ina tl m d pwit OhatisapyainaipcollaaiBaadlt 
Aa lela wllito mi ni i , arayya iM prnit« % oT mask nsmiad AaiAa 
acawatoN b twaAand A Aa fkcii aniLM Aaoaaaa|IOto 
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eoalnet k aion tbfo ith «oaple(t feat iMjttiatt fli»4wirMapttl^ firfi 
of nafiNd profit i« tafcen credit of the cMittecf ir Able flei'ieaupleto 

fife €f the leelbed profit, epropwrtlea of ttog coipItfoaWdeiHwaifiifr 
ledtotbeFiottaad toil AoMoat Tlir impnillnd li rtii i—e ny liir 
ealw of irofk entifled fecen to dw total rein of ttaeoifenMA ‘ 

Cart and p^t may be ettimcted for ccaa p la t lat ^Ilf wrtNeooatiaot (the 
figBfM bdtif revised in the l^t of experkocaait Aa eadoftlMpeaf) 
aad aa.anouat caleulated accMdiof to tM foranda ghcii ba^ li fnMk> 
femd to the Profit aad Lon Accobot. 

Batimated Profit Work certified 

onthewhoie of x ———~» — 

dM contract Totel eo n tr a e t prka 

(S) V the CaatraetAoeouBt reveals a loia, the aholB of it h'doited to tha 
Fioflt aad Lots Aoeooat. 


That ^ait of tha profit idiich is not eceditod toiKa Profit aad laar AiMoaat 
If MMafiaatrnaryeaialnttcontfaiieaoies and ia dafiaeted ikeai the haojat of 
ftiiw il tia'pretteaifofbalanca ^t po i poaea Iria cairiad domr aiacledit 
Wtaoila Contract Aocooot idelf, tbd vvbrfc id' pcopeia being rrptewalld hy 
imUt *»■«—»* in the Contract Account. 


.ThtUi if the total profit m a contnct for Ra. 3,00,000 sdiich b 70^ com p la t a 
jaihnibaaicartlfiad aoeordingly amoodtt to Ra. d0,000,aad if ffiaratcntioii 
■aMp ii mj, 20% of th^ certified valoa td, sap Ra. 1,KM)00, the amonid of profit 
that aan ha prudently credited to Profit and Lots may be calculatcid as foBoaa: 


0) AppMTnt profit, Ra.d0.000 

C2), frda ofthia ordii^«»8r ••HaWa for 
^ tranafer to Profit Aocouat Ra. 40,000 

«fe The pareeniaga of ca^«®^ 

e0rtUt4yalue ' 40% 


( 4 ) The amount of profit 

oneaab baait batatg , 

tranafer to Profit A Tp ft 4® of Rat 4fi^000or Ra. 32,000. 

lypRfiM d«» 




47 


JIbiMfiM: Th« Mlowtog «xpei)ses were incurred on a contract. 

JU. 

Mtteriab purchaud 6,00,000 

Materkda drawn from ttroei 1,00,000 

2 , 23,000 

Plant tened 73,000 

GiarfMbla expoiaef 73,000 

Approtiooed indirect expentes 23.000 

Hie contract vai for Ra. 20,00.000 and it waa oominenc<i4 on Januai^ 1, 
1976.* The value of the work completed and certified up to 30th Noveniber, 1976 
waa Ra. 13,00,000 of which Rt. 10,40,000 was received in cash, the balance JAing 
held bade at retention money by the eontractee. The value of work'completed 
aubsequent to the architect'a certificate but before Slat December, 1976 was 
Ra. 60,000. There wen abo tying oo the dte m a t a ri ala to the value of Ra. 40,000. 
It waa mtimated that the value of the plant at at 31at Decembu, 1976 waa 
lta.30,000. 




To Material puichaaea. 
„ Storea iaaued 

- Wagea 

„ Plant 

„ Chargeable expenses 
„ Indirect expentea 
„ Profit A Lw Account : 
|rdi of Profit on cash 
basis 

M Work in Program 
Balance of profit e/f 


Coainct Ac c eamt 
Rt 


Rs. 


6,00,000 

1,00,000 

^23,000 

75,000 

75,000 

25,00J, 


By Work inProinsi 
' Work certified 13,00,000 

Work Uncertified * 60,000 
Materials unused 40,000 
iHant lets depreciation 30,000 


1,76,000 

1,54,000 _ 

14,30,000 ToUl ^,30,000 


To Balance b/d: 
Work certified 
„ Uncertified 
Materiab at sHe 



13.00,000 

60.000 

40.000 

30,000 

ii4,3o,(m 

J>4,000 

12,76,000 
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flii of liMt oa^ 6S% of tha work it eonpltlad 
Ml of Ihil M oarii baik 

Aa atoiMtivt Bethod (tf pnaMtatko eao te dadoetiof tha bahaea ofptoit 
ItbaoMfladdafvanu. 144i000faitbaabova e«a) from fbe wwk cacttfad bafota 
ttbaaaaadiBthaCootrael Aacooat Itwfll be Ra. 11,46,000 ia tha fllnatratioo 
lfa«abo«a.oraoBraa,tbaTaaarvatobaao dateted frma tha work oartilad will 
haft to ba ilrat aaoerttiaad by ccmiderini tha fUl vahM of the work cartiflad. 

Sala af Gaodi aa Appiafri ar latma 

Whaa foodi am aaat oat oa lale, OB approval or ratura baaia, aa haarndteta 
aab obatoaaty doaa oot taka pUoa. Oi^ whaa the cnatonar bfalliaa hlalalaalka 

la fanhaaa dm looda or takaa tana oetioe irhar^ it la kidicatad that ha hM dad* 

4ai to panAaea tha fooda, tha proparty la tha foodapaaaea to tha beyar, So leaf 
aa tha proparty deal aotpam to tha boyar, tha aanerahooldaot regard it aa aaak 
aal, fhanfbnb abeold aet dibit tha eoatoeaer with ita’priaa. 

IfhanalmpaaBbarofaitidaaaraMatontoaaaala orratarabaah^ kb 
■aammy (a aaiatalB a apeaially ruled Sale or Retara Jaoraal ia dm foloubp 
DmbI 


Mm, 

3.36yooo 

SJOuOOO 

unjm 


SAU OR RBrURN XMllNAL 


1 

1 

1 

klVlH 

4 

S 

RBTURNS 

ITS 

P 

H 

hUi 

11 

» 

iKDDser 

- 

1 

Pri. 

km. 

DMa 


M. 

Aait. 

Data 

j 

Pat. 


r 


MMaaoehaJoeiaalbkept,thafoOowiiiproocdantaadopted foriaceed* 

hv fHMMdaai aaimad iato 00 thb baah. 

paodi am aaot eat far aaia OB approval, aatriaa are made ooly ia oola* 
am t li^thamlaprieaafupd ih il ai tw ii l iaoelamad. The mla prim b 



•Im ported to Iki dibit of At oiMoner’taoomat fa *Ooods on ApproraT ted|i^ 
and poriodieaBy totalofoofamdiiportadtodMxnditor Good* on Approval 
Total Aeooaat fa the laaa todgrt. 

If pooda an nttnaed, o a tri w an andt fa crtfanaM 5 to S, the aak peke of 
foiodt ntaned bafag intend fa oohaaia 8. Hie fadMdaal anoanta an cndft ed to 
the enatoaaer*a aceonata, fa the ‘Oooda on ApprovaT Ledger and ibe total ofAia 
oofatM la pariodkaUy potted to the Oooda on Approval Total Aooooot. • 

If the gooda anntataedby theoaatoaer (aoULeatrka an made faceda* 
nan 9 to 12. The fadMdaal anoimta aif thro pottedgo the debit <tfcnatonNr*a 
aeoonafi fa the Salea Ledger and their total la credited to Sake Account in the 
Oentral Ledgar. Farther tbe caatomen* aoooanta fa theGooda on Approval 
Ledigar an ondited ariA tbe individoal amoonta of gooda arid and. pet todicaJIy. tbe 
total of the amoonta ia poated to the debit of Gooda on Approval Total Account 

The value of gooda aatlt oat bat not aold or ntaned till tbe afaae of the year 
la vi rt t K t ^ to colamn 13. Thie total of Ait eolumn, aflerwarda, will ahow the 
valae of gooda whh oaa toi n e ia at the tale priee. neacroant, after eliminating the 
akanat of profit, ia iocinded in the Trading Aoooant npneenting the value of atock 
arlA onatomera at coat price. 

, Awam B«:tniaei nfpUtdgoodi m Sak or Mohan basbt, thofont- 

tmigrt of wUdi err or undor : 


Dataaf 

Party’anam 

Amoaat 

Othar Partkulara 

dupalok 

ate. 

Ma. 


J0-3-I980 

ABC Co. 

2JBOO 

J4-3-J980—Meuaaad. 

15-3-1990 

XTZCo. 

3,400 

17-3-1980-MatatHad. 

20-3-1980 

PQMCo. 

1^ 

25-3-1980—Goodi worth 
Ma.8O0 

ratamad. 

27-3-1980 

XYZCo. 

2000 

NoUtthna 

tkmtUl 

31-3-1980 

28^1990 

PQMCo. 

1,700 

-Do- -Do- 


Jho booko of AmmBoetronkaarodootJoadmSim dayoflimrck, oath 

a 

girtf^f rte atarmaadmfamdda^aattadm baokoof Aaaaa Ekuuoaka, 
9la^dio**OoodtamaaSaloorMatampt0fMtclf%^ V aad i taaalo or Mahan SoU 
Muaraad Digf Maald* aadahaal^-tha'*OaadamMalaar Mmm Hatal Aaoaaat" 



f 


m 


MIMpAwmIIi ilniiin 




Dm 

ItoWhoulMi 

L.P. i 

kmmd 

\m 



Bs. 


M/i.AKO».tA 

— 

SAOB 

H 15 
.» 50 

MAkXVZOiuUl 

M/kPQil&Lli. 


3^ 

t^Oi 

» 57 

M/hXnOhtM. 

— 

2jm 

» 5p 


— 





IIAOB 


OMiissMusvBsmMnllUuasi Jkv Buk 


Dalt 

fUtiWllSBI 

RatBiBed 

Sold 

1910 


Ra. 

IUl' 

Mush; 14 

M/kABCCo.Ltd. 

2,000 

— 

* 17 

UM.XYZCa.Ud. 

— 

3u400 

up BUJP 

» 

M/i. PQB Cow Ltd. 

100 

1,108 



3.400 

4,300 


Ossii OB Sdu srl 

lUUB TbIM AccssbI 


1910 

Ra. 

1980 

Ra. 

Mucfat 31 

To Returns 3,400 

M«icb, 31 By Goods sent oo 



To Sales 4.S00 

Saleor Retuni 

11,800 


ToBalanctc/d 3,900 




lf,t00 


IIJOO 



April 1 By BriHue bid 

3900 




Hif 



si 


AmMMWvtotilfctitni ofmoMiiil te fnfMoMk. TWmiw gtwi 
MMrt 

(1) SipM«6i Bask A«ei«M fMT A dtarti MMtf: 

ftoftaiMut MM fwiivti|Q«tjr itMi aad M bMtfflf thdrclMrth 
Titf alio —hi p>yiMm oa tatolf of tMf dteti. TWy^wMopi 
a agunite b a nk ao no u n t tot d t ily momef. The tammeOomwkkmm 
bibalf of dieati caa be noBCdad «r iivcB balow. 


<0 

Ooiaealptofi 

■ayftanilwdtanl; 


Dibit 

CMhC JfeflilE AOBOVttt 


Gradk 

daotTa leneoal Aeoeool 

m 

Oorayinieo 

hdilfattoedhol t 


Debit 

t daafb gaMOtod Aeeooto 


Cndl 

diHilt SMBIb AflOOBBt 

<m 

On taceae gayeot eobabrif ef dit t 


Debft 

Oiaat’a peraooal Aocooto 


Credit 

Offiee Bank Aocoot 

Of) 

Ob aribaiittini bU of coata: 


Debit 

Okat^a lenooal Aeconat 


Credit 

Cotta Aocoonta 



(in foeaial ledper) 

(f) 

IVaaifiBr of aami 

■t iar etoto MM die lam (4) 


Debit 

OfflOe Bank Aoeoant. 


Credit 

OieM’a Bank Aooonnt 


Pl—rt — IwiMlf of cHKa 

Bodi {wymeotoD behalf of the clieationoofdedm Diibortemeot look aad 
ttenafter may eUher be directly charged to the dtaft eeetmM or ec com a l a t e d aad 
■AMVieatly ehaifed to the clienta’aofiooali iloafwilh Pioflt eo^ Iteder the 
olinihg method the amowit of diebtiraBewr h recoyered ftom the eUatt aloof* 
with aervice chargea by raadatiag a MU of eoata. The briaee is Diabaiitranit 

Aeeoiat, oot billed ia dKwn u aa amet in the bokace ihtot 

Stfll another mechod oraocoontiat tor dJabeniMt la to liaat thkaa 
neeMeeapoBditoreaadcharfeittoReeeipieAEipcaditate Aocooat (orProBt* 
LatoAeooont). Subaeqnently j&eceipli 4k Bapeaditafe Aeeooat la cniit ed for 
dhbtototoeoC total of bill raodi^ for aenrioediaife to oUeatk Mbotaeaieat not 
hHed to the dkota Aall be emditoil to the praAt aod loaa aeoooot aA of ^ 

yaaraiaitotolbe^cIotiHetockfaiatradi^fni. 

* 



fratailoiMl tarn «li pnpMt tuietipc A IftpwilitwM Aoeoait «t dto «ii lal- 
«Mh aocogatiaf period. Tbe proftt is aeaaltp M cert s b ed oo the cMh tafe Lsu 
foBofCMrtpeecet pcori ri oainBodeforbMiwadewdbwt ou ltb ad l mt Ihoaid 
of tfce ysf ^ debit^ the Receipts St Pipwdlniw Aocooot Tiw olwee proririoa 
tor w i f ee tl iid incoiBeie d edoctediiroi Debtoie whBe showit them b tbe Boloaco 
Ske^ Am showinf dMsi at tai eak*. 

Books of Aoeowrti esokrtotoed by > Doctwi end oAer Profcirioaeh. 

Aeeofdkig to the p toririoM of laoooM tai rake 1962 es s mw idei l io 1911 
the peieoM eefiyfaif o« ooftab pralsHte era is^eited to asabtab Ae foUofwbt 
books of aooooat Md other doo«ateab«aderrak44AA(9)L if their grass raedpis 
aaoeeds Rs. dOgOtXI. 

(i) Eoety peraeocarqrbgoo bgal asodical angbeering or arehiteetiiral pro. 
fsasioii or progtssba or awrataon y teobdcal crawnlttary or btciior deconibB 
or aoAorised rap ra seot ati fe of Bbi eftkt AeH keep aod asabteb the hooka'of 
accooets aad other doeoaients ^loriAed b sob Rub (2) which era es follows: 

(i) Cash Bo<A 

(U) a Joaraal, if thoaocoants era asahtabiid oo asOrcaotile basis. 

(iii) a Ledger 

(iv) CarboB copies of MA aod reoeipis for soaM e»cee<Hog twenty tvo 
rupees. 

(v) Origioet trills wherever isBoed to the person sad receipts b reject of 
eapeoditara inonrrad by the person and payacnt vo n c h eia signed by 
the person. 

According to sub-rak (3) a person carrying on aradkal pc^ession shall b 
addition to the botrics of accounts aod other documents sped fl rf b snb*rale(3) 
keept aad mebtain the following: 

(i) a daily Case Reghler b foras No. 30C 

(ii) an bventory under brood heatk sc on the flm and last day of the pto> 
vtous year of the book of drapA niwlin be s aad other irrrnsaasatils 
aooesories used for thrpoepoee of hkprofbsioo. 

Proa practical profit of view, a doctors should, asanteb the following books 
of ncooHiBAs and other records to asoratab hk beone aad eqicnditttre. 

(i) Diary of calls oMde for entering particBlars inpatients virited eaA day. 
When the foe hM bean colkeesd the aasoont thereof should be staled 
oppoeiie to the entry, otherwise Ae word **Biir* should be entered to 
sbM Aat the bUl for the aervke k to be sent, at Ae cndofAa 



00 ^Wlon'Di^to icoord puticnlm ofpatkatswbo vUttheanniiiH 
fcooMMcfadqr. AfriBitaidi 8 atrjr<l 0 taftofMrvfcerendereddioaldbe 
qMcUM e.t..ooBndtidon. dredcmp* etc. Abo. u in the caie of tlie 
int aeendoaedDitfy either the amoiiBt of fee eoUected ihoold be etetcd 
orthe « 0 f 4 **BiIl’* iboald be eoteied. 

00 Indoor Pnthati* Regtater to record the date of admiHiOB, perticulaie ef 
the it hn f n dmBtod, their nflment end the nnmber of room allotted to 
him. The thne and date of dep a rt nw of the patknt ahoold abo be 
etoerod in dib Regbier. 

Or) Indoor Ratienta’ Bin Book: Ihb book ahoold be qiecially rated, so ae 
tocootahi aeperate cotamna for reoordiof paiticidaia of each patient, 
room tent, ohaties for medioal traatmeot, meab, dap/night nutae, total 
amoont pajable, payment racdved. Balance c/f- etc. 

fe) Indoor Rattents* BQb: The BUI fonna ahoold be printed and role so as 
to base aeperate oohunns for reeoidiaf different types of chaigea as are 
co ntaine d in the MU Bo<A. 

As soon as the patient b admitted in the Nuraiag Home a Bill in 
dnpHeate dioald be started for eadi patienL The duiges for different 
types of aenrfces and snpplies provided to Urn ahoold be entered thereon 
eMier oo the betia of eimries in sobaidiaiy bo<^ maintained for the 
poipoee, ej., Operation Theater R^isthr (showing particulais of patients 
operated), X>Ray regbter, Blood and Urine Examination Register, etc. 
or from slips or voodieres signed by the attendant of the patient On 
the patient being dbehaigedoraltbeend ofeadi wedc the bill shoold 
be completed and deUvend to the patient or hbaHendant. From the 
copy of the bill partieolars of chaigee for different types of services, u 
as the to^ amoont payable ahoold be entered in tbe lodw 
Ftehnts* Bin Book. 

fvO Oot'door patient BUb: Tbe biOs are bound in tbe boede A should be 
printod and serialljr-aiimbefed by the machine. Each bill should 
hnvoacoonisefott. The Bilb ahoold bo pr e pared on the barb of entries 
in Dhrba, dewtibad in pangrapli (1) and (2) and full details ngardteg 
HTsleae pravIMno obntidned in tim relevant Diary, toould be entered 
in each b^ Rmmtfal portfcolaia in brief shoold be copied oo tbe 
oooniscfbflite fhtnre refersneOi 

CvQ Receipt Book a ooonterfotttAU amotipls eoBecied from enstomera 
wbadisritBlml'odlstandingbflitf or otherwise shoold beaofcaowk4> 



triD IwBtd flfOMi IfiMMf 1 Om ipeeWljr dMi|Bedc«dith»aMB]diteiy 
aTMch pBtet. tw B tawt iceoauMsded aad the mtHofpetkMcti 
dMdC'Vp 'dMMid be< recorded. The cerdr thoold be kept Soiled 
di»wMa>ia a coMmN, Wreafed eWter elphe b e ttea Uy or iaeayeOcr 
order ooaeidered coimalMt for porpoM of referaiee. 

(fat) Ofab Booh aada petty Ouh Book: TheCttbBocdishootdhate• 
beak cohnaa. The aaawwift of feet odlected aad expaaaea paid opt 
tbmin)i the beak diea k l be recorded tbereia. The aocoaat of petty 
caih dfaboneoients ibotild be kept ^ a cohaDaar I*Btty Caih Bode, fai 
order to eaalyen ttw eapeaditare oader appropriate beada. 

For purpose of record, the eipeaset thoold be setrcfated oader the 
Mlowiac beads 

(a) Salaries. 

Dtqieasary aad laedical expeaies. 

(o) hfsdBteasBce of Nnnfaif Home. 

(b) Patkat’s laeaL 
<e) Fteadoes. 

CO TtavelHag eatpeasoB. 

4) r iiluilaii fr a r iiin snil mfannllanfiniis ripwiri 
Ch) Capital eapeaditare oaearioas assets. 

Cs) Ledfsr: AU the eatriSB recorded both in the Cash Bdok and the Fst^r 
Cash Book should be posted in it perkridically. 

While reoordioi the e^Mases in the Cash or Pet^ Cash Book their 
aatare should be iadicaled, e.g.. hi case selarics, unless s Sakry Book 
kksp^ it would be stalsd wfaeAer: they ate of compouuders, Attea- 
deali or other staff. A leoord of the aatwewd details of each item of 
expaeaekesseatiel, tobeabktosbowtodie Income-tex satboritke^ if 
so laqaind that every kam of cipenditoie wee tacuned excfaadvel^ ftur 
canyiat the proCsnioaal prectkai 

ShiD^ hi caaeof pr o f es sioa e l mea,acooaats are aeaelly auia* 
taiaed oBtoaab hask, oASe tfawrinp 19 tlw flaal aocouats for subausehMi 
** to the laooiae^as a B t h orities,theM»oiiBtoffeee irtiich had become 
doe not reorieed ahodd be aadaded. Oa the oOet han^all the 
expeaditiin iaoaned» ewn tboagh aot paid. s houM bepcovi^foc. 
Idoooeei|Beao^ tte headias ufihe iuooaneetateuMdofuysalhsiloBiI 
be Reoeipts aud B^peadfaure Aooouat* and a <w ^iuDeuse sihl 



M AStock 


tiiVKoMB. 



Iltaitratiwi: On lit luMuy, IfM^ thnbnnkbnlne«af PMer,PM«aad 
XipMiinvne u vMkr 


**Oi*n Aoeonnt** 


Ra. 

2JM4 

**CU«tt Aocoont** 


SMM 

The Caientt Ledfer dtidoMd the fblknriaf beinncee: 

ATradintCo' 

a. 

i4Aqo 

FYZTnnt 

Cr. 

11,300 

PQRl^ 

a. 

UOO 

DADa 

Cr. 

4^214 

llr.X 

Cr. 

312 

Mr. Z 

Ct. 

SIS 

The noeipti and pajnneati foe the aonthe ven M nDder :•» 

Rs. 

JMi 2 Reoeived from K A Co., ee advance 


4,600 

M 3 Paid taxeiooaocointofXyZTant 


6A40 

M 7 RaMforadvmrtimiBeiitBRe.; ATmdiBf Coi. 


760 

M 7 Md for office Rent 


SOD 

„ 10 Paid Court Face Re: XYZ Ttaet 


2.300 

M 10 Paid Repair Bille Re: PQR Tnmt 

• 

4,200 

H 12 Received conaentliw XYZ Ttait to lyptopriatedqwitt 


towards MBs of costs for 


2JOQO 

12 Cheqae for Petty Cadi 


200 

M 12 Paid for Offloe fflationeey A PristiBt ehaiiee 


1,640 

w IS Paid for Offloe Faratate 


730 

• IS Paid HA Co., betagaaNont received lea eoats 



aagreed 


1,300 

w IS Reoeived rents oedarFQRTrart 


2;400 

,, 17 Retoded balance to XYZ Tniat 


160 

M 17 Paid r^tratha ohatges on aocoont of M 


316 

„ 21 Received froty X tewwda capansa 


312 

M 30 P^ Stamp Date on aoeonnt of A Ikadini On, 


7,300 

M 22 AgreadCost with A1tadin|On.alla.7jOQOaad 

laaaivadbalinee 

* 

660 



23 PftidMpMMS/MMMiMl«raCtli^ 

24 ChM of IC Ud., dtahomni 

29 IttoMMd frofli Z lOWUldl dMMMDM&ti 

30 PtidOOMldhiiM 

3t IUeiiv«dA4vuMftMiF.0^1ra«i 
YovMviMvindto AowIIm Caih beokof Fmct, 

Am * m « .A. *. k i j 


%«00 

1.M0 

3^ 


12^ 


3li(,l9Yt. 


1976 

Jm. 


R«caipt» CWoMf 

R>. 


1 1976 FqmMUt 

Ian. 

aimtt 

Rai 

Hr 

1 

To BtUiioe hit. StiOM 

2,194 

3 

ByTaxea’ReXYZ 


2 

•f 

AdvaaMftom 


Tmtt 

6,140 




HA Co. 4,400 


7 

H AdvertiaeaMBt 


12 

»• 

Client Ale.. 



Re A Tradtaf Co. 

760 


■ 


Cotta Re: 


7 

M OfBce Rent 


490 



XYZTmat 

2,000 

10 

„ Court Feet Re: 



IS 

M 

CKeat Ale 



XYZTmat 

Z500 




CoeitRe: 


10 

,. Repair BlUt 



is 


HA Co. ' 

3,400 


Re: PQR Tmrt 

4,200 


if 

ReatRec^iyed 

Re:PQR 


12 

„ OfBce A/o—Coett 






Re XYZTmat 

2,000 




Tmtt 2,400 


12 

N Petty Caali 

200 

20 

99 

Anooat reoehred 


12 

„ Stadenery A 





fromXtowstdt 

rnmbanemeiitt 


19 

Prtetiim 

„ Office PunUtue 


1.640 

790 



ofdiibitneiiiait 

312 

19 

„ Office A/e—Coata 


22 

91 

Clientt A/o Coett 



Re: H A Co. 

3,400 




Re; A TradiiiB Co. 6,340 


„ to H A Co. 

1,200 


22 

99 

Balance of ootii 


16 

„ Balaiice xeRraded 




received Oran A 



to XYZTmat 

160 




TtadtOf Co. 

660 

17 

w R^tratioo Feea 



2 

fV 

Advance reedved 



Ra:M 

316 




from BC Ltd. 2.400 


21 

n Stamp Dntke Re 1 



24 

99 

OfBce Ale— 


22 

ATmdii^CO. 

7,900 




amouclof es> 


M Office A/ic—COeta 





pen we Re. BC 

Ltd. ttaaeflKred 


23 

Re; A Tradtaf Co. 6,340 
» Bapentei Re: BC 




ftom eOoa A/tt. 1,600 



B.CUd. 

1,600 


29 

#9 

Amotmt Noeived 


23 

„ B.C Ltd. Cheque 





fromZtovfidi 



dkboiioard 

2,400 




tdmlmrtefltent 

ofdMmrtement 

300 

24 

w ClientaA^ 
-expenaaa R«:BC 



SI 

99 

Advance received 



traadhried to 





from F. O. Broe 12,000. 



CHanta Account 


lAOO 





30 

N OBee lalaitai 


6,900 





91 

„ Balaaeeq/d, 22.714 

4,410 



61,414 

15,146^ 

7i,414 

1^ 




Ra. 

Rs. 

PQR Trust 


6.%0 

PACO. 


4,214 

F.O. Bros. 


12.000 

llr.Z 

216 

22,714 

Mr.M 

316 


B.CLtd. 

1.600 

2,132 

20.382 


DUmMtUdfcr 

DisboneaMiit made on behalf of cUoiU may be occoonted for in two «aya— 

(a) The dbbarMmenti may be char^ directly to the elienta' account. 

(b) The disburaementa may/be charged to a Qienta’ Disburaementa Accosbt 
and on iaaue of a bill, the amount may be debited to the Client's 
Aocoont and credited to piaburaement Account 

Spedmem of CUmts Lodger 

PARISH A COMPANY 





1 

Dtsbor* 

f ' 

1 1 

Parti 

1 

Disbur* 

1 1 

Date 


! □(!. 

sement 



culsr 

iFee» 

Kmeot 

’ H 

! 

1 

! 

Rs. 

Ra. 

Rs. 



Ra. 

Rs. 

Ra. 

1978 

1 




1978 





Jan. 2 

Our of 




Jan. 10 

> Cash 





et expenses 




1 

1 Receiv- 


lOO 

100 

1 






ed 





Stamps 


1 

1 

Jan. 30 

Bill Fee 





afiBxedcaae 







50 



M/a. XYZ 





A cost I 


1 

1 


Bill of Fees 



1 1 


Balance' 





and cost 

330 

1 

nil 

1 



c/f 

530 

1 

330* 

Tout Rs. 1 

530 

130 1 


Total Rs. 

5<0 

ISO 

700 

1 


Balance MO 700 


Note: On the amount being reedved, h will be cerdited in the CUenta Fee 
Column, but if the lint method ia being ftdlowcd it will be ^ipor* 
doMd betwe« two oolomMi 















VlfckifWMdlod bMtoM&flht CMi LidprantlM labdisAow 
ftnurfy* U) A^fmclMifid; 00 the MmmmbI; aad QH) dwtoManowt 
r As Ant Milluid of tiMiiac AiAMHMBli llMloMcdttieliMit*ftaoeaBaft wmAA 
cwiMaiMited wkmdfiriA (iO;lt«iffi aowbe dAHedovIjr ivWi0>«Aflw 
MoattcndHcAtoFA m AoDowt tfteteeoRd oHtbod li adopM dw toad 
ifbotfatlKoolaiin»(i)Mid(i0Pfllbe4ebdedtotbecikiitt*«McoiiatMd totdof ^ 
)rtnmiii)en<iiMS(oClkiit> DMNHMaMat Acconit Tlie baluot iadM lait ^ 
wloma win icpicant UBOsot tpoit tat aot dmged totmlowm. ItaiUM ii 
itami w feoovenbk m tta talaaee ttieet. 

Itaitrirt—: Tta foUonias hataiew have been extracted ftom the books 
ofadmof SoUeitor wat3!sl Pecembe r 1978. The Ann has thrae partaen 
A. B.ftCwhodunpro8tsaiidlo«eiMither(ri]owiii8baai*. Eadi partner feta 
20%ofdietotal fees leoeived froa bosiiMas broniht byhiin todieAm,the 
talaaeeoftheptoBta befaiA divided in die pcoporation of4 : 4t 1 The total 
vntoe of “noooBpleted work” aot WUed foe on the 31it Dceember, 1978 ma 
lU. 22,200 aiade op as inder 



Rs. 

A*s OoBts 

10.400 

B’sC^nli 

6.200 

CsOtaili 

5,600 


Ra. 22.200 


O^raoiadoohaitobaproviledoaParaitare aadKttioid 10%on Motor 
Vehkkad 20% tad Libniy bookad t|%« 


Prepare Income and expeafitara Aoeonnt Receipts and Expenditure Aocoont 


and the Balance Sieet 

IkU 

Gtatal Aecooala: 

A 

B 

C 

Dnoiap; A 
B 
0 

BBi of Coats Eaodeiadt 
A'seBants 
BTheiitai 

—- -(Uala 




31>12-1978 

Dr. 


18.000 

18/100 

njooo 


Ct, 

4yOOD 

4b000 


mu 

75jOD 



BiBiCoiblUadMad 


A*«akM(M«S1-IMf77 Bk l,040> 

1,300 

B’a^oOi < da 

Ba. 1.100) 

3400 

C’acBMMi ( do 

Be. 2,600) 

2400 

F«m bvtttwdfeai: 



A*tdknte <m at 31-12-1977 Ra. 13,00.) 

12400 

B’c cUeata ( do 

Ba. 17,1600) 

11,400 

CacHcata ( do 

Ba, 11400) 

22400 

Balance at Bank: 

' 


OicBli Aocouat 


26,400 

Office Account 


37,000 

Clieota Ledfer; 



A’acCenta 



B’acUenta 



Cl elienta 



Stationery and Printing 


3,630 

Salariea and Wages 


26.4U) 

Rent 


2400 

General Office Eipenaea 


3430 

Motor Vebklei 


21,400 

Furniture and Fiatore 


3,600 

Library Books 


12,400 

Sundry Creditors for Eipenaea 



Cash on band 


200 

Uncompleted work on 31-12-1977: 



A’s clieats 


13400 

B’sdieoti 


2400 

CscDeati 


9400 


OKNOt Aoooqaii: A 
H 
C 

Hewrrt tor Outitiadim Bwt o t 

A 
B 
C 


7^ 

2^ 

16 ^ 


2.300 


4^ 

2;loo 

2;i«l0 


JflUOOO 

20^100 

21,000 



<0 


A»*C 

Immm A IifMfltan Acnm te At |Mr mM 31-124911 
lU. JU lU. 


To Uaeosspleted Work on 1-1-78 

'Bv Bilis Coat Rendered: 

A’s cOeott 

13,000 


A'adinU 

an^noft 

B's cHeats 

2.800 


B’s dients 

40;bQ0 

Cs dtents 

9,600 

27,400 

Cs dints 

73,000 

"SabriBesAWafes 

26,400 



** 8tiatioaet)r A Printing 

3,630 

By Uncompleted wort; 





on 31-IM978: 


"Rent 


2,400 

A’sdknts 

10400 

Oeoeral Oflice Expenses 

3,630 

B’s clknts 

6,200 




Cs clients 

3,600 

"Depredation; 




' 

On Motor Car 

3,680 




" Fnmitnre 





A Fixture 

360 




" Library 





Books 

1,860 

7,900 



** Balance carried down to 




Receipt and Bxpenditnie 




Account 


1,23,800 




1,97,200 


Kwtifta h Expeaditare Accowt for the jcor caM 31-12-1911 

__ •«-. __ 


To Reaoive for Outiundtng 
Pea* on 31-12-1978 
Ri. 

A'sdienta 22,900 

B'o dienu 17,600 

.Cs dints 27,600 


To Partner’s Current A/ci— 

20% share in direct busineu! 

A—20% on 62,300 12,300 
B-20% on 46,100 9,220 
0-30% on 64,400 12^00 34,600 


By Bslaooe b/d from 
Income 

A Expenditure A/c 


68,100 By Reserve for 

OutstaiKiiBf Fees 
00 31-12-1977 
A’s dients 30,000 

B’sdkou 20,300 

(TicUeoti 21,000 


To Putasrs Cnrrent A/d 
halaasa of profit: 

A. 4/10 36.960 

B. ..VI0 36,960 

C-2/10 18,480 


92.400 

1,93^100 


la. 

1.73yo00 

22;200 


1,97,200 

1,23,800 

71,300 



61 


id 

lawaihBltpf ABAC aaal out Piraalit, 


tliMbaa 




AsattM 


Be. 

Ra. 


Re. 

CapOal Anrnaati 

a 


Ruaitaia aad Pixtan 

t : 

A 

4400 


Balaacaaa par 


B 

4400 


Pf*f**** Shaat 

3600 

C 

•2400 

Uj/UJO 

JLaaa • Dapiaoiatka 





fi^teyaai 

r 360 

Omn^ 

1 

3S4C0 


Ubipry BboOa: 


B 

90410 


DpUareaapaclatt 


C 

2h960 

aaagp 

Bahajoa Shear 

12400 


—— 


Xaia: Dapfccatba 


OhabT BalaaoM 

1 

4MI0 

Ibrtheyear 

1460 

Otadtenaf&vi 

mtm 

2400 


—— 


IMof Y>UcIm: 

BihMt u per iMt 
BekaoeSbeel 

JLmw ^ OipieeietiiMi 

fbr tike year S;6I0 

OtaBt Oatnudiat: 

IPbm 43,900 

Dabaneneatt 7,000 


32,900 

Ua oo m pleted Work 22,200 
73,100 

£aar: Raaemelbr 
OaMaadiag Feea 68,100 


Gadi aad Balaaoe 
Oa eWeab Aocoeat 26,400 
w'OOaa Aoooaat 37,000 
.teHaad 200 

IMal 1,27400 •»'oial 


Ra. 

Ktun 

10440 

22,720 


7400 

83j600 

i5So 



KhUuMiIi} 

10 itoiM to 



A 

i 

. C 

toM. 


lU. 

U 

Is. 

Ms. . 

OttitmikgVm 

124M 

11<400 

22,000 

45,900 

UflDQHpmn wOfK 

»VW0 

A20O 

SpOOO 

22,200 


"nfiM 

lIJSOO 

vi» 

00,100 

(0 n« Mm* A 

m • ao% li dhaet *Tt*"r hitifinniiiilM 



A 

• 

C 

TMil 


Is. 

Ra 

la. 

It. 

FmBBIi 

Uneoipltlsd Woik 



79300 

1.79300 

3W2-77 

10.400 

6300 

9300 

22300 


7<h40O 

46300 

80300 

1,^.200 

**UaaoapletedWoffc** 

ISAS 

2300 

9300 

<27.400 

Sl*12>77 

Total bMom for tho 





yav 

iUtf:Rmnwoa 

99,400 

43300 

71300 

1,69,800 

SM2-77 

infion 

30^300 

21,000 

71,300 

lautRssmaon 

09,400 

63,700 

92300 

2,41.100 

31.1Z-78 

22300 

17300 

27300 

68,100 


— ■■■■ 

■ ■■ ■ ■■■! 

■■■■1 nil 



62300 

46.100 

64,400 

1,73300 




mmimmm 

VOMiaBB 

(3) Tho balaaeeoa PartBei*te«faataeoouats it arrived St u under: 


A 

B 

c 

Total 


Ra. 

Ra. 

Ra. 

Ri. 

Opcniag Balancta 

Add 20% Share to 

4300 

2,100 

2,600 

9300 

Dheot Baatom 

,12.900 

9320 

12.880 

34,600 

Stare to ^ Sbaat 

16.960 

36,960 

18,480 

92,400 


9^360 

41380 

33,960 

136300 

low: Dnmtofi 

11300 

11300 

12.000 

48,000 


393W 

30310 

21360 

W30O 




tkm flweUfla, rioipllritttad, btopcovide OMfaliiilbcw 
■bdqatboM tIwtovital*! TUiMbcaatioabofaiiatMcid 

•■dliiMkl q lwri wii f ; it k both hMofiad aad p»q|tc t ed io aaton, TUt Wbiw 
MiM hit yMtf iapoittttmi offtehoiptolMai 

taqpartMtMM lothiteUow aMki bjr putto montl to th» hoipHaL 
It *««. Moobntiii li«B iifa mrt ta i ipilMi kbthoMom offadoniiatiM 
llMbb^p fUMtitl tOteMBHipOMMlOf AoMMdMl hetptol OBd to th> faBQ. 
tfnilv of tbi iMtptet lndMttfL 

tfffUfi*** gooontiil on bo Mtaod m tbs oonunininitiafi, nd 

iMatpoMtioB of UMoikalaad p foixte d ooonoale date idatbif to the finaacfad 

pQMQOB nRI OpMuBg lOTUB Ol m BOtpittl CBmpCIMp lOr pUpOiCI Of A t C M OO 

—kiatby tti MMm amMit «ad othK l a tte Mted poitha. Let m euuoiae the lewnl 
pofttofthk deftairioo, 

The term aoeomidathm icfete to the piooeae of nootdtag end dearifyiiit the 
boeteeeetrememtione oaddneadal efeote that ooeoriB Ae eooQomio liteofihe 
h ot ^ei . Thaa, if ypei with, la the "book keeptog" aspect if the accowthte 
fti OBth m , Itteeoleee semri ipechanical opeiatkme yUch is quite limflar to other 
eocBoaiio ciitities> 

Bjr oomoumicatioo is mesat toe report i sg of renwded tefonnation to those 
who a tnia it There are maay types of aooooatteg reports aad they contaio diflb' 
not kinds of information. While toe c o n t e nt of these reports peiierally depends 
apoo toe particalar needs of nsete, thereisn sobstaiitial b^ of infonnation that 
is believed to serve certain common b leieet s of all nseis. So tois geaeial<pDrpose 
iaforfflation is tooUnely reported in flamcial statements called balance sheets aad 
profit & lorn Account or Income aad EnpeadHure Acooont. 

The word intarpretetion refers to the effort made by aooonntaats to analyze and 
evalnate reported infonnation so that it may be better understood and more easfly 
atOiaed by deeWoo makers. It Is not enoo^ for toe accountant merdy to teemd 
aad report: toe aocountam’s responsibility eateadsto tfaeftmetioo of assisting 
*nsMs in toe interpretetom of r epo r ted data. This bneoceeary if users aroto 
oomprahend ItaBy the stgnifleaaoe of toe infocmation aad utilize tt to tbefiilleat 

The iafbrmation generated by the accounting procceeb of two basic types. 
•Mmeesheets report fi na arl a l po s ition taformatko; inooms steteaseats report 



#4 


l ifemrtk M wUtiBt to opi w thu mota. ThtflMaeUporittaa 
putiadkr poiat fa tfaw b moMaied fa Mcnt of the boqiiifari moanoM (MMfaK 
ofcHliriniM ilfabUkhtX «><* ^ulty. The opantfaf sHoto «#« fcoipllil for a ffaaa 
f«iod ofttaMora OMMoiodfatamtof nvnMouaod aatfoipMM.faeanod 
4>ffat thot period. 

Aeyooboeoleomedthoeptol o cco wU fatbaierrioooctirilanriioio prinaip 1 
fawHo— it the ptoririoo of otefU ipMiititfaho fafoeaiatioB'oboot thoJanoiri 
poriliaaaialopicBttafe ntutoofiht hoepitalMdHpriM. PiaoaofaltfafaBicaiifah 
thoawl ptodMoftbe aeooaiiriag'pcooeit. UmpmoAo ■eoaety aUebdit 
fa fcn a at faa developedby theoQoouadog ptooMit eoauraakotad to 
oaHMpaieait,ondkMt. tUfd-pof^ poyert,and odMitaboate thetafoeaMlkii 
atafaafafor Biildat maooiicdedfioDt. Yoarmdentaadfatoftbo ocoouatiit 
pnoM aitt be ooiiikbnblp Mduaoed if we briefly wamine hetetao of die ba^ 
flan-ir' tta t amca t t (i)Tbe baia o oe abeet aad the facMne atateBNBt 

A Baiance Sheet pRieatt the hoepital't tnancial poaitioa at af a VMCSe date. 
The efaaeifloatioa of Balance Sheet data ahonld coofcamtofaiHal led|erclaiaifii* 
eatioja of aooottota maintained by the hoa^taL The monthly Balance Sheet aifh 
aifpoctiai aehcdulea ia one ^ the moat impoitant rqmta lacehpcd by admiaiatin- 
ttaa. ABalanceSheet ahidinporta the financial BtatnaofaHeta,liabaitiea,aitd 
net worth aa of a Hwcillc ^te compaied with the aame date a year ago ia dwwn fa 
ilfaatration I, Bala^ Sheet *'A’'. Significant eariationa m the comparative fligntca 
can be evahiated. Another format of the Balance Sheet can be adopted, 
foniat, fating aaaet or the right aide and liaMlitiea aad net worth on the kft aidCp 
la moee fkeqaeotly uaed aa the ataadaid format in India. 

A vdlaatary bovitab are aoo<proflt toatitotiona aad there b no poblie dfare 
eapltal* faey do not ooaio widiia the porview of the Companiea Act Bat if any 
hffiri*** wbhoa to foJl^ Act fa drawing ap ha aadited balaaoe abeet* it can 
Jbttowtae form fa Parti of S chedul e VI of The Coagpeaba Act* 193d. aa amended 
fa 1969. The form b laid oat fat the rev er i e order to tbe\m wigriteil fa fflaat r a t h m* 
lai Bled aw a ti an d Babilitiea come fliatfoliowed by cnrracatamet aad H a baitb a. 



BbaMflm I 




f# 


HOSPITAL NAMB 
Balance Sheet at «t.19 


1989 


ASSETS 


Current Aaaeta; 

Cash hi Hand and Banka 

Security Depotita/Inveatment 

Account! Reoeiv^le 

Inventoriea 

Prepaid Eipeniea 

Due from other PiBods 

Others 

Total Current Aaints 


Fixed Aaicts: (leu depreciation) 

Land 

Building 

Equipment 

Vehkies 

Construction in progren 
Others 

Total Fixed Assets 


Total 


Speci&ed Funds-Invettments 








Otwnyii BtUnce 
CmiiiLw Ynr to Dtto 
Capital 
Total Net Worth 


Total LiahiHtifa A Net Worth 



Total aowimtiihomtai the baiaaeeihaetiMoa portray the ftNaeWitatw 
ofAmlaaiAndiofte heapM aolm ttey pn MpportedhytktaOad tehcMN 
ie|ia|fcwrtwify jrihMMliaifBf aoaljwk Biw i pl ieefi«> wqyoWhHldorti- 





€r 


vlisiA p^nMci, tuioM dcti|ii»tcd 

A •Chcdnle oTttA tntMnlbe'^deuihof^ mmoM of cuh 
pMCM kaoeoHMi^ camataadMniaiitiiik aotloiMi, andfiud 
aHidiWipl<Mtf<h>of^—. 


TfaimtfMMM iVtelidMiMBlIi of. tiio hodptel op M o l ioo i forostited 
pMtodofttaMtnffid^lMMtalfotr). ThootatomatfonBvBdopaMlaiioaaMao* 
teoMttwodi. dopMofdiUU deoiredandtype ofeonporiiQa reqoiitd Lftetbe 
bolgaoeiliMtitiMMoMMBtofiaeoiBeand ORpeiKUtiMilioiildbe prcMtcdincoai* 
puioMi «Wi tbi prior poor and bodpet flforot. The fonaat tonld provides for: 

1. ooayarlwa of tba oamst owaA witb.tbe mom oioiub of tbo provkoa 
|Mf. . 

2. opavoriKmofoolMlyoaHo-dateflinmviibtliepooilybiidirt 



All peymeiiti node for fhe oeqidritloa of Iliad omoIs wbidi ora brid fbr Oo 
potpoaeoT nwdogtba boapHal snob os, load, boildinp, equipment, ftnattonh 
flttiagii em. on Copitol oipeadliiroB. 8adi oa e xp enditure ntohu modi of its 
volae for 0 long tine ovao thon^ tt is Ui oonstaat no. Tbajr fom tbe baae ahkb 
soppoctsolllbaaotiTi^oftte b oap H o l . 


P r ob l an a of mbri ooooaat to debit ore eaooootarcd io roch bonfarlioe eases 
osreaovitioaofbaBdiaiB aadmjeroverbaaliiig of equipment. la on sadi cases 
the acooaataat nsaal iad oat fbo aotaro of iinp<wceMnfof tbo asset whereby eitbar 
tharsvantteeoraiai oapaeltyeftlw asaef or the life expeotaacy of ibe asietis 
eahanoad. Tba mofai o rit sr IoB is wbetber the beoaflt from each aa expenditaie is to 
be cons o iaad wMtia the eanaat bnaacisl year or Ukdy to ipraod over a aamber of 
yeais. If the beaait of aarii aa ei p e n d ita n is Bb^ to be loapf, sacb an 
expeadhnre should be tnotod aa a Capital axp cadHur e and tbs cost added to the 
book voloa of tba asset Itbaseasaaty that, wbeaaver an a coe oiHaat lads aa 
nsoally large ‘amount speat oa aaya^ (isnobbigbertbaa aoraml raotiaa asabi* 
taaanoe pad repair e ap e ai e X ^ ehonid iavaat^ote and determine wheftcr it ahoaid 
baa Capital or a K e va a aa ai ysBdl tar s. 


AH espeaiWtnns . la ea n ad for buyiaf goods or serrioas for laaaiag fba 
boapitri,ibebaaatlsof wbhhamaattaiy toba oarrisd ever fhaa one aoeoatoiag 
period to aaotoaf* sash as atooaalB spsgt aa aalaiisB, sappier atflbhi^. aadatoMaoa 
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oeacfitof mcbeipcadUttMi bated or conwmcd ia naaiog lfa» bNpteliai 
aiMtb«N«off agiaitt tbeefemiagor that period. The "Bit iimt iWpM<ii»iia** 
ate iododed in the locoote and Ea pe adi iai e Aoeonat, to airive at the iaeoae or taa 
fttultfaif from the ofeaMoa of the hoqpitaL 

N e crou nry adHattamati for gofeaewat graata 

NomuOy. opentiag giaatt firam goromiMiit are ■enctiooed at the cad of ili 
financial year; thatk. at the end ofMaidi. The nonrring grantawiB thea he 
tecdved after expemet fortheflnt three montht in the next &»aaeiel year hare 
been ineorred. Furthermore, one cannot be certain that the anticipeted great wffl 
he received. 

Oa oooaikm, irania are paid In advance (Central Go ven u neot grant for 
tMiimwg- eqaipoMit, etc). In lodi caaea the amooBt will be debited .to a Oovera- 
moot Otant Oirii aoeooat (and creAtod to Qovetaaacat Oraat Find. Sahcaqacafily, 
the amooat diie from rite grant will be traoeferred to ofMcaiing oadi from time to 
rime nd the eqmiM amount win be (d&nt by a debit to aooooat Govenaeeat Oraat 
Food 


When a payment b tecdved on an account diarged off ae nacofleotaUe, g 
eaib receipt b bsued and the amount credited throo^theaHh book to Acc ount 
Mbedlaaeons Income. To baveaoompiete record of dutgee and credite to each 
patiaot’e account, it b recommended that a notation be made on the patieat’a 
H ffPAwar card (bowing the date and amount of payment, even though the aoeooat 
has been written off by the hartal. 


Advaare ie p e eite 

. Bach hospitot should dedde bs policy regarding advance d^osits from indoor 
pnibnb for medical and •ocgietl. eaie; based OB local oeoaomie coadirions and pad 
experieaoewiriitliepayrDeatofbilla. If d^odts ate teqnited. Patienb AccooMb 
F ayabb aoeooat ihould be oreditod for the araomit of the dapoeb. 


Wheo the potbat’e bffl b ptepered opoa db^uge, tide depodt b atynsMl by 
coteiing into rite advaaoe paid and the teauJabig bataace b diowB ae cash paid or 
^ Aoeoaata lUotivafala. Ia tide way* the Aooooat acts » a m o pun/bw o BBt 
^■^Ihovdi^only^balaBceofad v hBC B paymeabaMdnhypatbBtidffl ia the hogpitn< 
^•bbIi adviacaa an aWmateH cradbed to iho varioai paltaat aneooalaot tin 


rilll^ordiNhHii* 
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OnpudMlM tMVli Ml fMCtiMI 

DepnctetkiB refcn to theloMiB mIm oT filed anets (bdWng ud 
OMtt) froB wear and tear and froma|iBi. Dependiaf oa the life of the tan, the 
iM ia mIm takca place over a aanber yem, andi koper than the period of 
aflaaoeial year, to arrive at true profit tbla loB ia valae doriaf thefinaarial 
period anitt be cakalated aad recorded. 

Hoqiitib otually are charitable. BMi>iHOfit inttntioaa ahidi tradithtaafiy 
have Mcnred their fiied auett by doaatioai and noo-recurriag graata from their 
ipOMon, govemineat ageocies aad/or pbilaathropic organizations. These fautitn- 
tiOBS have never intended (o secure the fun^ for replacement of buildings and 
equipment from the fees they charge their patients, but rather by seeking donations 
to cover specific needs as they arise. Because depreciation expense has not been 
included in their operational cost structures, their fees do not reflect this substantial 
element of costs in providing patient services. Therefore, the full amount of subsidy 
provided to the patients is not reflected in the financial reports of these institutions. 


In addition to having depreciation reflected as an expense in the income and 
expense statement, it must also be reflected m the balance sheet. The total invest* 
ment made in buildings and equipment is an asset, it is no longer worth its 
original purchase price because of the loss in value due to depreciation. The balance 
sheet cannot be aocurate unless it takes note of this loss. 

Plwpall exp ens e s 

There are oocasions wim a hospital will pay in advance expense for a year, 
say a premium for iBsuranoe. The period covered for the contract of the tnsniaace 
is not the same u the financial year of the hospital. It then becomes necessary to 
make an adjustment in entering the expense to allocate the portion pertaining to 
the current fiscal period and the portion to be expensed in the subsequent period. 


An example of a prepaid expense would be if a hospital pays a premium of 
Rs. 4,800 on Sqitember for fire aad earthquake coverage, valid from the date of 
paymentfor a period td* 363 days. One third of the payment will show asexpenm 
fK the current year, and two thirds for the following year if the hoqstal is on a 
laanary to December fiscal year. The entry would be- 


DeWt 


Insoraace Expense 


DeWt Prepaid Expenses 

Crtilt Cash 


4,800 


1,600 

3,200 


ID 


d» urtim^siioMl laiqr i» moti Ai 



Tht aJ If t al i ■icwiy to itoord to w i aio tImOu to flboM Car 
iMt iMit tho koipitil tedi vriih iMitpli iMindl of pojMMBliL 
loecIpiiWMld tofbriMoow tppiwiWt boO lo tlw wmot iMMcW fw aad Ifce 
wb i p q i iMl ihuMcU loar. 

IlfipOMibbto attooue Mbmd iacooM oaa wmM/ bMb It ihtcMli 
notivid li fot a lacanfac w p a ai a . Baai^plai wmIA ba ncanbit snota tu 
OoMMMdQp Raaldi or Naniaf Bdoeatke PiofraanMk 

AwiaMthatahoipital ncehaaasainofKt. 25.000 appBeabla to ooMr tba 
ooMofta partiealarstadeattoiideratnuitaireeffieat BaGfaantdubeooatioooned 
b antered as aa expoiM) in nursing educaln'B. A second eab^ vmdd be made to 
record the income. 

Debit Deferred lacome 

CreM Other Income—Noriee’ Trabtag Scfaoid 

It AobM be noticed that srearenot credKing Oweapenset eadi month bat 
noofdtag an income. The eSsct of this is that the e xp ense dgnie b not dbtocted. 
The grant may be covering only a portion of Uwooit Itaay be bqwctaat for 
bodget pnrposes to know the total expeaaet. Similaiiy» thehoviDd wooldnotbe 
inn poaitioeto know whatpcfoemageof bwooBeb oovendby patkm hr m e 
and other boomo if the grant was adjusted by enditiag the eivenae only. 

PiqmidBapenaeaad Dtitired laoMae aooomds hai^ to Aowaa aconrale 
ptetniioftteanancial rit a a t ton at the tbae the tacomaorthe eipeaaabbehgi 

■UnWe 

CSmlribbed mrvieia af pmianil 

Thbaceonathhonldahowthevahieor donated aecvke of fUMbwor port* 
tbm Monnad who do not lacabn foh sabrbs or other BBasmtary eoaspaniatloa. 
t^^Qdid^ net appiy toeamal vohnueer werkera orto woefcen on fhndnbhqi 
oommitian. 

Thaooniribnted a en tteci of nNa^ctk of r ri i g ioni oeden woikiig In the 
*-*«»»iiMmbe»s wftbout monetary cempmnatlon Aonidbeevain- 
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•liiMilitbMliflr «dvy MdimfBaadH for itaiilirpartiiatbt tmH 

flhoM la Mooaat OoBtfibalMl 8arfioM< 

IhaooBtnortiytotha tataeof coBtribofodaervicwiIiowa iotbisaccoaat 
ihwIdba i aclaJrJiBforaaaropri a foMtoiy aooontt. 


IfiayJMMpitab fiad that to show the foil dcUUa of incoiae and espenw in 
one rta t e aw n t laqairet a long and caaberaone npoct. If eateaiive detaih legudiag 
faaawa am not required, a tumnury statement ot operationa with regard to fpom . 
in eea m and expense amounts mty suffice. Subsidi^ statements giving the details of 
inBoase and expense may be prepared as necessary. The Income and Expense' 
Snainaiy fkeqneatfy oontaias data with rmard to number of patient dajfs during 
the raporting period as well as other hospital statistics which iq^Mcate pa'kntload. 
If a SBom d^iled reports statistics ta desired, thb can be presented with tha 
and ex p e n s e statement or witir the income and expense summary. Such a 
.anmmaty is inggiutril as a tool 'for analysis and interpretation of financial position 
aadopentlon results. 



f2 



HOSPITAL NAMB 
lacooM ud Etpeaie SUtemeat 


Month-IS— 

Total ^ 


Yaar to Data 


TUamoath 

AcImI 

Ba^et ^ 


Actoal 

Budget 



INCOME 

Ineoine from Rootmc Service! 

—inpaiicDta etc’ 

TOTAL INCOME 

Lm Redaction of Patient Income 

Nat Operating Income 

Add: Non-operating Income 

Gnat! 

Donatiaai etc. 


1 



TOTAL INCOME 



1 


EJtPENSE 

Admmistraiion 

f^tary 

Hotoefccepiiig 

1 Laundry and Linen 

1 Opecattoo of Plant 

Maintenaace and Repairs 

Motor Service 

iMieaiaoal.Caie Of Patieab I 

Medical 

Nurnng 

Operating Room 
. Namei Trainmg School 

Other Eapeniei. 





TOTAL EXPENSE 

OAlNORiLOK) 

* 
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HOSPITAL NAME 
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JUmMMm 
EXPENSE DETAIL 


Moath of..19. 

This OMOth 

Year to Date 

. 

Caiicnt 

year 

Prevkms 

year 

Current 

year 

PteviooB 

year 

A(iinhii(tr«tion —Salaries 

—SontUeeA Expeoie 
Dietary —SaUike 

—SappUeiA ExpeBM 
—Raw Food 

Honsekee(^ —Salaries 

. —Sui^lies & Expense 

Laondry ft Linea —Salaries 

—Supplies ft Expense 
—Linen ft Bedding 
Operation Plant —Salaries 

—Supplies ft Expense 
—Utilitiei 

Maintenance ft 

Repairs —Salaries 

-Supplies ft Expense 
Motor Serrice —Salaries 

—Supplies ft Expense 
Medical Service —Salaries 

—^Sni^iesft Expense 
Nnrshif Service —Salimes 

—Supplies ft Expense 
Operating Room —Total 

Dd Room/Nsy —Total 

Anaesthesia —Total 

Oatpatkot Dq;it —Total 

3Ulay / -Salaries 

—Supplies ft Expeue 
Laboratory —Salaries 

—Supplies ft Expense 
Pharmacy —Salaikt 

—Suj^Iiesft Expense 
Nurses IrgSch -Salines 

—Supplies ft Expense 
CpRimty Health —Salaries 

—Supplies ft Expense 

Other Expenses 





TOTAL EXPENSE 
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m CbfIM DiVMinj «r Aim M Mewiiv Mmh 

e«Mtoa9MI 

WMthOT IfTI. 




Mta 

KiflhMimitDii 

«mftw3i,if7t 



Mm, 


ii. 

iImIm AQnbte 

3,000 

CMh 

un 

AtofiptfoBi R*“ 



vm 

oih«d in Ad« 


iyty«|r oTMiAcIms 

ijm 


500 

PMltvtmd PM* 




tiapi 

iyOOO 

ipitalFtad: 


Sabieri^dam, Dm 


Ai oa Itt Jia., 


ml Rtariiabli 

2j000 

1W7 11,200 


» 


MiLUi 




MMibMibiiM 2,500 




iBrphH 1>M0 

13,600 




19,100 


BMOO 


mtmm 



Th« noooaiMByini lacoae Md Bxpmdittm Ancoont mi tbi roDoainf^- 

incwni ml lifinainri Acemnt hr IfTI 



Ri. 


Ri. 

Silnrlei 

39,000 

By Batraace Fm 

300 

CSmtofMcdi- 


By Salacr^tiow 

36,100 

BiMiWiI 

6,700 



Pipwctitioa 


By MiiodkMoai 


Oiiqovnmi 

600 

Beoeipti 

150 



By PfoOt oa Sale of 


BipMIII 

1,900 

OM Farnttare 


iMptn* 

1,900 

(Book value Ri. 




1.500) 

200 



By Onat ftoai 




MaaMpal Cor 




pocatioa 

8.950 


43,700 


4m 

•mmmm 



< «• tt ni ptr mu$ c4»tn$. 

■ili M jpiMI < 1 1 il l ffwK i % li m il r< Ifc ijko ikyujat Mfa«niiii«pt itrciMiy 
>•. m tto* mStim'ik Dwim^k 31,^0 

Wwpiw‘th» ItpdliHi Dig—BirABflPiil rf’dw Pi^iiiiHiy fct ItTl 



Ibe^mfonbGiiptioMfcMbMicalcaMcdMfolloirt:-- 


. ^ 

SriMBriptiOMnpKlacOMAEifk. A/b 36,100 

Add;S«hM(<ptkmfoim7&MtiMdiBl970 2,300 

.. H lfra( „ » > 500 


39,100 

iMi 197liriitci4^Mt|MfiMiiitf a^flOO 

I97t wtaeilpdoM w c d wd !■ 197» TOO 2^00 

ABooiit aeiMlly iMdvMl - - 

36,400 


(K) Proceeds of the nle old fondtereii Rs. 1.700, Le.,Rs.200(prolh) 
phn book value. Re. 1,500. 

(ill) Pefineati for aMdfefaet is Rs. 6,700 (expeaded) phis Rs. 1,600 stocks 
OB head OB 31st DcosBiber, 1S9S lew stock ob bead ia the be^BBuif 
of the year, Rs, 1,100. . 

(hr) EtiBipaMBt pordiased dBriof the year: 

*v 

la. 

As per Baliaoe Sheet tfiOi 

Less Book Vahw of-Eqa^ancBt oa 1st Jen. 6,000 

Less D^reoiatioa 600 5^400 

Additioa doriag the year 2,600 



ToSabtcriptioos 


To Entrooee Feet 


AAmII To Oruit from MonI* 
ciptl Corpontion 

VMM 


CMpiMi 

Aim 

1M7 

t 

AMtU 

IfMBk 

BQipi^ 


To Life Membenhtp 
To Miicellaneous Re¬ 
ceipts 

To Mle of Old Furni¬ 
ture 


•Baliincing Fifurc. 


tl 


Ri. 


li 

36,400 

By BtUrnn b/B* 

UN 

300 

BySaSarin 

SUN 


By Medidmi 

i;mb 

t.950 

By MiiMlbaeoM 



Expnue* 

1,SN 

3.S00 


By Eq(*ipaat 

2.600 

ISO 


By BilMKee/d 

1,9N 

1,700 




50.000 


N/NO 

■MtMMI 


WMiW 


Toftdiri 

toOofX 



TtolOMif 





Nof*ntb«t4. 



' 'iIrtM t Vfketi • ooflqnajr hn, voeunralated « tsTge reietve out of 

fHtfttk tbtmonaH or undlttributcd pcolM aiay be otllued towaN*: 

0) paying vp any amoenta foi the tixae beiof unpaid on any ibarea held by 
nwoibera: 

(ii) paying np in fbll nniasved aharea or denture of the company to be al* 
lotted and dUtribotcd, credited aa f^lly paid up, to and amongat anch membera in 
the proportiM of abarea held by them ; and 

(iii) partly in the way apecifled in (i) and partly in the way specified in (ii). 
General reserves can be used for iasning bonus shares but not bonus debentures— 
these would be equivalent to a dividend. 

The balanoe in the Share Premium Account and Capital Redemption Reserve 
Account, though not distributable as dividends, may be applid in issuing fblly* 
paid bonus shares to the members. On this consideration, wherever a compagy 
proposing to issue fully-paid bonus shares, has any such balance, it is desirabte 
that such balances should first be utilised in full before any other balances are 
used op for the purpose. Profit can be capitalised only if the Articles of the 
company permit capitalization of undistributed profits, in the manner aforemen* 
tionedf and the company has suflSkiient unissued shares. 

Since bonus shares are allotted without any consideration, it would ordin* 
arily be necessary to file a memorandum of agreement with the Registrar in 
respect of bonus shares allotted ; but there exists an exemption in this regard 
Section (1) (c) the Act. In the Balance Sheet, the number of shares iuued aa 
bonus shares and source of the issue must be disclosed. 

The principal advantage of a bonus issue is that it brings up the paid up 
capital in line with the capital employed in the business. If this is not d<me 
periodically, the rate of dividend on paid up capiul might appear to be dispro* 
portionateiy large, since the dividend, in such a case, would be earned on capital 
actually employed in the business which wouid be larger than the paid-up 
capital. By the issue of bonus shares, the value of the equity of the shareholders 
aroteciatea in the expectation that rate of dividend, after the bonus issue, will 
be maintained. 

Under the Capital Issues Control Act, 1947, all companies are required to 
obtain the approval of the Controller of Capital Issues for bonus shares. The 
detailed gqidfl»" f« for the examination of such application have been given in 
Study Paper 3 In Company Law. 






(U Debton* Toraom Ratio, (a) A<M Tatt.Ratlo. (ij) AtWp a t a d 
Saka/Iavaataqr at tho oBd. 

' (a) Marfittof Mearity ratio 

0») Rateof.ratare/oaoiraon'aqai^.. 

(e) Add tau ratio aDd Opondof ratio 

(d) Oureat ratio. 

(e) lotcfcat-cover ratio 

(O Rdon 00 bveataMiit ratio 

(g) Yidd(Divideidpcraiiara/Markdprio»perateta) 

(h) Pckc/Eamiiiti ratio. 

6. Company B has a higher deU/aqd^ ratb and ita rate of iotntat it lower 

than the rate of return. / 

7. (a) m 

(b) 2% 

8. (a) .86 (b) It is atarmiogly poor. 

9. (0 Aoioaot doe to soppliers/avenge daily puidiasea 
(ii) Interest cover. 

(iiO R01« Rate Dividend, 
la 1. (a) X67 times (based on cost of good sold) 

(b) Rs.S.42,500 

(c) Rs. 2,40.000 

2. (a) 6.4 times 

(b) 173 days approsimately 
(o) Rs. 80,000 

3. (a) 80JS 

(b) (0 21 % (after tax): 36% (before tag) 

(ID 10 



